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AFTERNOON MEETING 


PERMANENT INSURANCE VS. TERM AND SEPARATE 
INVESTMENT 


M. Assert Linton 


The renewable term insurance cult now being promulgated in certain 
quarters is an interesting example of the resurrection of an old dis- 
credited theory that will take its heavy toll from those who follow it 
now, as it did from those who followed it in years gone by. As we shall 
see, it led in one outstanding instance to a tragic failure involving 
thousands of deluded policyholders a generation ago. Clad in new 
habiliments it is frequently not recognized for the deceptive thing that 
it is. We need a sure-fire system of identifying these Coster-Musica 
business practices when they take on new forms and reappear to mislead 
the unwary. 

Why is it that renewable term insurance should appear cheap when 
in reality it is one of the most expensive forms of life insurance a man 
can buy? The answer lies in its deceptively low initial cost as compared 
with a policy on the permanent plan such as ordinary life. For example, 
at age 35 a five-year renewable term insurance policy for $10,000 will 
cost in the neighborhood of $100 a year to start with as compared with 
say $215 for ordinary life. However, as each new five-year period rolls 
around, the premium rate for the renewable term insurance increases, 
whereas the cost of the ordinary life policy can not exceed $215. In 
about twenty years the increases in the term premium will raise the 
cost of the term insurance above that of the ordinary life insurance— 
the excess becoming greater as each five-year period is entered. During 
the period from age 60 to 65, the term cost is likely to be over $400 
whereas the ordinary life still will not exceed $215. At age 65 where 
the term must in most instances be converted to ordinary life if the 
insurance protection is to be continued, the annual outlay will be in 
the neighborhood of $800 as against the same $215 maximum for the 
ordinary life. Furthermore, the term policy at 65 will have no cash 
value at all, whereas the cash value of the ordinary life will be about $500. 

It does not take much insight to foresee the tragic consequences for 
many of the policyholders who use renewable term insurance as part 
of a long-range program of life insurance protection. Above age 55 
when the ability to pay premiums is likely to decline, the cost becomes 
exceedingly heavy and the insurance in a large proportion of cases has 
to be dropped, leaving the policyholder without protection at a time 
when he may have great need of it. 
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A Concrete EXAMPLE 


Earlier this year I ran across the results of a ten-year renewable term 
policy issued in 1907 which had been carried for three ten-year periods 
until the anniversary in 1937, when the policy was lapsed. Within a 
year the policyholder died and the policy was found by his son. Great 
indignation was expressed that the company should have collected a 
substantial sum of money during the thirty years and then permitted 
the policy to go out of force without any return. He said in no uncer- 
tain terms that he would tell his friends what kind of company that was! 

You will be interested in the record in this case. Although the term 
insurance started out costing only about one half what the ordinary 
life would have cost, it ended by costing nearly twice as much. During 
the whole thirty-year period, assuming all premiums payable yearly, 
the total paid on the term policy was $488 per thousand of insurance. 
The ordinary life would have cost only $47 more and would have had a 
cash value of $491 at the end of the thirty years as against nothing at 
all for the term. Had the term policy been converted to ordinary life 
at the end of the period the thirty-first year’s net cost would have been 
$78.41 as compared with $14.67 on the original ordinary life policy. 

These figures speak for themselves and reveal clearly why renewable 
term insurance is likely to prove 80 tragic for many who rely upon it 
as a substitute for permanent insurance protection. They explain why 
the companies seek to prevent policyholders from being misled by term 
insurance propaganda which in so many instances is based upon the 
self-interest of the persons recommending the term insurance. Renew- 
able term insurance ruthlessly lets the policyholder down at a time when 
he still is likely to have great need of protection and produces ill will 
for the company that has been carrying the risk. 

In this connection, I am reminded of the manner in which one of our 
Southern representatives once won a case in competition. He was up 
against a contract which, although it appeared cheap, did not afford 
as comprehensive a service as did the one he was offering. It was a 
business insurance case and he appeared before the Board of Directors. 
After presenting the facts and discussing the proposition, he finally 
clinched the sale by asking: ‘‘Did any of you ever buy a suit of clothes 
at a bargain sale for $24.95, get caught in the rain and then nearly choke 
to death before you could get to a pair of scissors?” 





Way RenewaBLe TERM 1s EXPENSIVE 


As teachers of insurance you are anxious that your students should 
thoroughly understand the reasons why renewable term insurance is 
relatively expensive in relation to the protection it affords. They are 
likely to come into contact with the renewable term cult and without 
the facts may be misled by the untruths and half-truths that are so 
often dressed up as plausible verities. 
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In the first place, consider the expense element. As you know, a 
policy of insurance on a permanent plan as, for example, ordinary life, 
is a combination of a savings of investment element and a decreasing 
term insurance element. The latter supplements the former and as 
the savings element accumulates there is a corresponding reduction in 
the current amount of term protection afforded by the contract. The 
two elements together always add to the face of the policy. Numerous 
expenses involved in issuing and maintaining a life insurance policy are 
obviously the same whether the policy involves term insurance only or 
both savings and term. Such expenses, for example, are the medical 
selection of the risk, the issuance of the policy, the setting up of the 
records, the preparation and mailing of the renewal premium notices, 
the collection of premiums, the maintenance of the record of the policy 
and a share of the general overhead expenses. Therefore, where two 
elements are combined in one contract, the share of such costs charge- 
able to each element will be less than what would be charged to each 
element if it were provided by a separate policy. 

In the second place, the mortality rate under renewable term insurance 
is likely to be much higher than under permanent plans of insurance. 
This results from the reaction of human nature to the increase in the 
term premium rate which occurs every time a renewal date rolls around. 
Starting out say at age 35, it may appear desirable to pay less than 
one half as much for a one thousand dollar term policy as the $21 for 
an ordinary life policy. With the lapse of time, as already pointed out, 
the term premium increases so that in the middle fifties its cost over- 
takes and then exceeds that of the ordinary life. At age 65, if protection 
is to be continued, the policyholder who has been carrying term insur- 
ance will have to pay about $80 per thousand each year for the rest of 
his life, whereas the ordinary life policyholder will still be paying no 
more than the original $21 rate corresponding to age 35 at issue. 

If we observe say a thousand persons starting out with renewable 
term insurance, we find that as time goes on a number become dissatis- 
fied with it as part of a long-range life insurance program. They begin 
to see where it will lead in the matter of cost, particularly after a few 
increases in premium have occurred. They begin to see the advantages 
of a form of policy combining the protection and savings elements under 
which the premium does not increase with advancing age. If they are 
in good health, they are likely to change over to the level premium plan 
either in their own or in another company. If they are in poor health, 
they are likely to hold on to their renewable term insurance. Naturally, 
if they are not going to live long, why pay the life insurance company 
any more than the barest minimum required to maintain the policy 
in force? 

As a consequence, experience has shown that, on the average, the 
poorer risks retain their renewable term policies. Therefore the mor- 
tality rate increases as the years pass by and becomes much higher 
than the mortality rate under life and endowment policies taken origi- 
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nally at the same age and time as the renewable term policies. This 
results in a higher cost for the separate term insurance than for the 
insurance protection element in the level premium policy. Instead of 
being a bargain, the renewable term policy turns out to be precisely 
the opposite. The real bargain is to be found in the protection element 
of the life or endowment policy. 

Our own Company used to issue renewable term insurance policies. 
However, experience led us to discontinue them in 1917. Recently we 
investigated the mortality among the survivors under these policies 
which had been in force for at least fifteen years and where the policy- 
holders were at least fifty years old. We found that the mortality has 
been running about 29 per cent in excess of the mortality under life 
and endowment policies of the same duration and age of insured. In 
other words, our renewable term policyholders had responded normally 
to the increasing premium situation and a larger-than-average propor- 
tion of unhealthy policyholders remained so that the mortality increased. 
The healthy lives among those who remain must bear the burden in cost 
resulting from the fact that they are associated with the unhealthy 
lives who are raising the average mortality to a higher-than-normal 
level. 





RENEWABLE TERM MARGINS 


: Recently A. Dexter Best in an article* in Best’s Life Insurance News 
suggested a method of analysis which throws light upon the margins 
considered necessary by companies in computing premiums for renewable 
term insurance and for permanent insurance. 

Suppose for example a company were issuing on the nonparticipating 
plan both five-year renewable term and ordinary life insurance. If we 
could determine upon a probable future cost of the insurance taking 
into account only the mortality and interest factors we could then 
subtract this cost from the gross premium and the remainder would 
represent the sum added by the company to cover expenses of manage- 
ment and contingencies—including in the latter, stockholders’ dividends. 
As a measure of this probable future mortality and interest cost, we 
have used the net premium computed upon the basis of the American 
Men Select Table of Mortality and an interest rate of 4 per cent. Now 
suppose that a company should charge a gross premium of $11 a thousand 
for a five-year renewable term policy upon which the net premium on 
the above basis is $6. The margin would then be $5. If the ordinary 
life premium of the same company were $21 and the net premium $16, 
the margin would be $5. 

Under this set of circumstances it would appear that the company 
felt it necessary to provide a larger margin for expenses and contingencies 
in the term premium than in the premium for ordinary life. In other 
words, the protection and savings elements in the latter policy require 
a smaller provision for expenses and contingencies than does the term 


* Reprinted in pamphlet form under the title ‘“Term va. Level Rate Insurance.” 
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policy providing death protection only. In view of what has already 
been said, this is not surprising. 

But it will be asked, what would the comparison show if the term 
protection were extended over a longer period than five years? Suppose 
the whole period from age at issue to age 65 were to be covered by a 
series of five-year renewable term policies, how would the average 
margin over the entire time compare with the uniform margin on an 
ordinary life policy? To throw light on this question we made a search 
for a group of companies which issued both five-year renewable term 
and ordinary life nonparticipating policies. Using the American Men 
Select 4 per cent net premium as a base, we computed the margins in 
the two types of contract from time of issue to age 65, using the averages 
of the premiums for five companies. The results ‘based on $1000 of 
insurance are shown in the following table: 


Yearty Marcin ror Expenses AND CONTINGENCIES 








Age Average for Renewable Term from 
at Issue Age at Issue to Age 65 Ordinary Life 
ace ae SSG sonar ack Sm aans e tig. euch whale Bae $6.50 $4.71 
Madd ob aid ee noe Vaanen o<ehagebanennn 6.97 5.02 
Gp stharais sank SG ese lain ike chess wa peeeaiees 7.97 5.80 


With figures like these in mind it is interesting to listen to the claims 
of the renewable term enthusiasts that their pet kind of insurance— 
which for a fee they are glad to reeommend—is such a bargain. 


A RENEWABLE TeERM Fiasco 


It will be instructive to include here the history of a renewable term 
insurance experiment that turned out quite differently from what its 
promoters anticipated. Sixty-three years ago in 1875, a group of 
idealists became imbued with the belief that this kind of life insurance 
was the perfect form of protection for the average man. They theorized 
that he would be much better off to separate his protection and savings 
programs and to use the life insurance company simply to carry the 
pure protection policy. In consequence, a company known as the 
Provident Savings Life Assurance Society of New York came into being. 
Its chief advocate was Sheppard Homans, the well-known compiler of 
the American Experience Table of Mortality. Its chief mission was to 
sell renewable term insurance as the ideal form of life insurance 
protection. 

The theory appeared so alluring that it found supporters among 
several prominent life insurance personages, among them Elizur Wright, 
the distinguished insurance commissioner of Massachusetts. He with 
others praised the projected program in a letter to Sheppard Homans 
in which it was stated, ‘We believe that for insurance companies it 
will be fully as secure as the present system, and for a large portion of 
the insuring public, more satisfactory. If it receives the appreciation it 
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deserves, it will inaugurate a new era in life insurance.” It did indeed 
inaugurate a new era in life insurance, though not of the kind the dis- 
tinguished gentlemen had envisaged. 

Enthusiastic literature was put out by the Provident Savings Society 
extolling the merits of renewable term insurance.* Those in command 
were zealously sincere in their belief that they had found something 
which would solve the problems of the average life insurance policy- 
holder. It is most interesting to see how the doctrines expounded in 
this earlier literature have been taken over bodily by the present day 
advocates of the renewable term theory. One little detail, however, 
is omitted. Nothing is said in the modern literature about the way 
the earlier experiment turned out. 

For some twenty years the Provident Savings Society appeared to 
prosper. Its evangelical enthusiasm for renewable term insurance 
produced policyholders. By 1895 about two hundred millions of renew- 
able term insurance had been issued. It was a goodly amount for 
those days. Unfortunately, in the early nineties the mortality began 
to rise above normal. Old human nature was at work. The healthy 
lives in relatively larger numbers were withdrawing from the renewable 
term plan and the average mortality of the remaining policyholders 
was rising to a level higher than anticipated. In those days 80 per cent 
of the mortality rate shown by the American Experience Table was 
about normal and it was confidently anticipated that the renewable 
term mortality would remain within that figure. 

After the turn of the century the situation became serious. During 
the five-year period 1900 to 1904 the actual mortality on the renewable 
term policies was 134 per cent of the table rate or two thirds above the 
anticipated rate. Now such excess mortality as this will ruin any 
company if continued long enough and it was evident that something 
had to be done. Accordingly the compary began to stress level premium 
life insurance and sold as much of it as possible. Unfortunately, the 
renewable term insurance was resulting in heavy losses and the increas- 
ing premiums under that insurance were causing great dissatisfaction 
among the policyholders. It was too late to put the company in sound 
condition and it got into the hands of unscrupulous individuals who 
attempted to offset the mortality losses by manipulating its investments. 
In 1911 it was wound up and the business still in force reinsured else- 
where. The theory that renewable term insurance was an ideal form 
of protection was dealt a stunning blow. 

Today a new generation unfamiliar with the history of renewable 
term insurance has arrived on the scene. The old specious arguments 
used by the Provident Savings Society are being revived in modern 
dress to lead policyholders to believe that renewable term insurance 
should be used as the foundation for intelligently planned, long-range 
life insurance programs. In due time there will be disillusionment and 

*See the author’s “Life Insurance Speaks for Itself,” published by Harper & 
Brothers. 
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loss as policyholders who follow this advice learn that plausible theories 
do not always work out in practice. 

For thirty years Nelson B. Hadley was chief examiner of the New 
York Insurance Department. One of his first assignments in that 
capacity was to examine the Provident Savings Society. In an article 
in the insurance press in October of 1937 he gave his views on renewable 
term insurance. The following, which Mr. Hadley describes as con- 
servative, is condensed from what he said there. 


“Like every cheap article of attractive appearance, the annual 
renewable term and the various other renewable term policies are 
not even cheap. Experience has proven that they are the most 
expensive. Every decade has a new advocate to bring forth this 
type of policy. First it was the Provident Savings Society in 
1875. Then the co-operative and the assessment companies. The 
fraternal societies combined it with the lodge system and were 
certain that the combination would not require a reserve. Every 
one of these organizations either failed or had to abandon the 
no-reserve plan. The history of one is the history of all. 

“The Provident Savings apparently prospered for twenty years. 
It tried the expedient of setting aside 25 per cent of the premiums 
as a fund to keep the cost of the insurance from rising too high. 
However, excessive mortality wiped out the fund. The company 
turned to level premium business in an effort to save itself but 
without success. It had to be wound up and the business remain- 
ing on its books was reinsured.” 


The famous insurance investigation of 1905 conducted in New York 
by Charles E. Hughes, now Chief Justice of the United States Supreme 
Court, concerned itself with the difficulties in which the Provident 
Savings Society had become involved. Mr. Hughes called upon the 
late distinguished Henry Moir who at that time was the actuary of the 
Provident Savings Society wrestling with the problems caused by the 
high mortality and the discontent among renewable term insurance 
policyholders. After discussing the renewable term insurance experience 
of the Society, Mr. Hughes asked Mr. Moir whether he thought much 
of that kind of insurance would be written if the policy should state in 
glaring headlines just what a man would get into if he bought it. Mr. 
Moir’s reply was, “I think not.” 

It is interesting to note that the New York Savings Bank System 
following the lead of Massachusetts proposed to issue five-year renewable 
term insurance that can be carried to age 65 before having to be con- 
verted to ordinary lifé. One can not but speculate as to the long run 
mortality experience under this kind of insurance. Will over-the- 
counter buyers of life insurance who may buy it because it appears 
cheap fully understand the characteristics of renewable term insurance? 
If not it might result in a rise in the eventual mortality rate to an even 
higher level than in the case of policyholders who may go into the 
renewable term plan with a clearer understanding of what lies ahead. 
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Applying to the New York Savings Bank premiums, the same test 
applied to the average premiums of the five nonparticipating companies 
previously mentioned, we find a smaller margin above the American 
Men Select 4 per cent premiums for the renewable term than for the 
ordinary life policies. The figures are given in the following table: 


Yearty Marcin ror ExpENsEs AND CONTINGENCIES 








Age Average for Renewable Term from 
at Issue Age at Issue to Age 65 Ordinary Life 
Me ead wckns wdve ss vdpone std rahe wnen $5.54 $6.02 
SUE Oe a a ee aie, ae 5.53 6.39 
DRdin ap ced tics d<Ab eaachenegu kegel 5.57 6.93 


It will be interesting to follow the experience to see whether in the 
long run the lower margins for renewable term are justified and whether 
the excess mortality on that kind of insurance will ultimately remain 


within the margins provided. 
Wuat Kinp or Reinsurance Do Companiss Buy? 


We sometimes hear it stated that when the life insurance companies 
themselves buy insurance from other companies in reinsuring large 
policies, they invariably buy on the term plan. To understand the 
situation, it should be pointed out that there are two primary forms 
upon which reinsurance is obtained. 

One is known as “coinsurance” under which the original company 
desiring reinsurance purchases the same kind of insurance as the policy 
being reinsured. Thus if the original policy is on the ordinary life 
form, ordinary life reinsurance is bought. Under the other form of 
reinsurance the original company each year purchases term insurance 
from the reinsurance company for the amount by which the face of the 
policy exceeds the reserve. In other words, the original company 
retains the savings element in the premium and purchases decreasing 
term insurance for the protection element. 

Now the method of reinsurance used by companies is of no value 
whatever in indicating to an individual what he should do in arranging 
his own insurance. When a life insurance company reinsures a part 
of its larger risks it does so primarily to spread the risk over a larger 
base so as to avoid undue loss from mortality fluctuations. These 
occur even in normal times and are likely to be especially heavy in 
periods of epidemics or of economic stress when heart disease and suicides 
rise to abnormal levels. 

When a life insurance company reinsures, the type of business to be 
reinsured, the probable net cost of the original insurance, the importance 
or otherwise in the eyes of the original company of retaining the funds 
corresponding to the reserve, as well as other considerations all enter 
into the determination of the method of reinsurance. The circumstances 
surrounding an individual are so different that he can draw no useful 
conclusions for his own guidance from what the companies do. 
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So much, therefore, for the background of the statement that life 
insurance companies invariably use the term plan when they obtain 
reinsurance. As a matter of fact, this is not true. For over 13 years 
our Company has been buying reinsurance and none of it has been on 
the term plan except when the original policy was on that plan. When 
it has reinsured an ordinary life policy it has bought ordinary life 
insurance. Similar principles apply in reinsuring limited payment life 
and endowment policies. In other words, it uses the coinsurance 
method. 

John M. Laird, an outstanding actuary and an authority on reinsur- 
ance, tells me that approximately 55 per cent of the reinsurance in force 
in the United States is on the coinsurance plan. Thus, more than 
one-half of the outstanding reinsurance is on the plan which we are 
told is never used by the life insurance companies themselves. If this 
fact proved anything, the weight of the evidence would be against term 
insurance. 

In recent weeks there have been some interesting developments in 
the field of reinsurance. The companies which have been accepting 
reinsurance from other companies on the coinsurance plan have found 
the business unprofitable and are withdrawing the plan from use. In 
its place they propose some very high premiums for reinsurance on 
the renewable term plan. The new rates are so high that a number of 
companies are not willing to reinsure any of their new business on the 
proposed basis and in consequence are being forced to make substantial 
reductions in the amount of the insurance they will issue on an individual 
life. If the renewable term enthusiasts could only find some of that 
cheap renewable term insurance they seem to think the companies have 
been buying I am confident they could do a land office business! 

Recently I had occasion to investigate the kind of life insurance owned 
by life insurance company executives. When they buy life insurance 
protection for their own families do they buy level premium life insur- 
ance or do they adopt the separate insurance-separate investment 
theory? Accordingly, I wrote to a number of companies asking for the 
amount of life and endowment insurance and the amount of term 
insurance owned by the five ranking officers under 60 years of age. 
The age limit was introduced because above age 60 term insurance 
usually has to be converted to ordinary life or higher premium plan. 
Therefore the inclusion of persons over 60 would have brought into the 
picture a group who in undue proportion could not, at advanced ages, 
have been insured under anything but some permanent form of 
insurance. 

Replies received from 51 of the leading companies showed the classi- 
fication on the life insurance owned by the 255 officers concerned. In 
the data term insurance and group insurance were separately listed. 
The two together represent 11.9 per cent of the total insurance carried 
by the group of 255 individuals. Omitting group insurance, the per- 
centage of term insurance alone is 8.7 per cent. The overwhelming 
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proportion of insurance on the life or endowment plan is eloquent 
testimony as to the choice of those on the inside when they arrange 
their own life insurance programs. 

In what I have to say to you today there is no thought that term 
insurance to cover temporary situations is not desirable. When there 
is need for protection against some contingency likely to be short-lived, 
as, for example, when a man has a large family and an inadequate 
income, term insurance for a limited period, usually five or ten years, 
fulfills a very useful function. Such insurance usually has a valuable 
provision enabling the policyholder within a certain time to convert 
without medical examination to a permanent form of insurance. Of the 
new insurance being issued by companies licensed in New York doing 
an ordinary business only, approximately 15 per cent is on the term plan. 

What I am saying is that renewable term insurance as a substitute 
for level premium life insurance in a long-range program of protection 
is a snare and a delusion. It entices policyholders with its initial 
appearance of cheapness and later cruelly lets them down. 


RENEWABLE TERM vs. ORDINARY LIFE 


One of the unfortunate characteristics of renewable term insurance 
is the reaction it is likely to produce in the policyholder after it is too 
late for him to remedy matters. After he has carried renewable term 
insurance until he reaches age 65 and then desires to continue the pro- 
tection thereafter, the premium as we have seen is likely to be in the 
neighborhood of $80 a thousand. Faced with that prospect and realizing 
that under an ordinary life policy taken, for example, at the age 35 he 
would be paying $21 a thousand or less, he is likely to ask awkward 
questions. For one thing he may want to know how the amount paid 
for his renewable term protection over the thirty-year period would 
compare with what he would have paid for an ordinary life policy. 

Last year we had occasion to investigate these relationships for a 
group of life insurance companies issuing both renewable term and 
ordinary life insurance; and what I shall say here will draw largely 
upon previous presentations of the results of that investigation. Using 
the average figures for the group of companies and taking the period 
from age 35 to 65, we found that for each $100 paid out for renewable 
term insurance during the thirty years (not $100 each year, but $100 
total over the entire period) $103 would be paid under the ordinary life 
policy. And for the extra $3 the ordinary life policy would have a 
cash value of $87 whereas the term policy would have no value what- 
ever. Here are the figures for ages 25 and 45 as well as for age 35. 


Age at Outlay on Ordinary Life for Each Cash Value of Policy at Age 65 








Issue of $100 Paid sy Term 

Policy to Age 65 Ordinary Life Renewable Term 
(SE SERRE aes aaver $88 $82 Zero 
| NON RA eee 103 87 Zero 
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The figures for age 25 are especially striking. The ordinary life 
outlay over the forty-year period to age 65 is only $88 as compared with 
$100 for the renewable term, and yet the former has a cash value of 
$82 as compared with nothing at all for the term. For the twenty-year 
period from 45 to 65 where the mortality rates average higher, an excess 
cost of $23 for ordinary life results in a cash value of $88 at age 65. 

Figures like the above explain why in the retrospect a renewable term 
insurance policyholder is likely to be much disturbed and to feel that the 
company has swindled him. Arguing with him and trying to make 
him understand compound interest and how, for example, an extra 
$3 over a thirty-year period can produce $87 is likely to be a futile, 
unpleasant assignment. He has an emotional conviction that he has 
been gypped and that the company should not have allowed him to 
buy renewable term in the first place. Rational arguments fall on 
deaf ears. 

The reason why an excess value of $87 can be produced by an addi- 
tional outlay of $3 over the thirty-year period is, of course, that the 
ordinary life policy costs more than the renewable term policy for a 
substantial part of that period. ‘The excess cost accumulated at com- 
pound interest builds up a reserve which in turn provides the cash 
value. If the term insurance cost should be deducted year by year 
from the ordinary life cost and the difference invested in a separate 
fund, it would be found that the separate fund would have to net 6 per 
cent compound interest over the thirty-year period to build up a sum 
of $87. This is the way the policyholder who has lived through from 
35 to 65 looks at it in the retrospect. He sees that if he had taken 
ordinary life instead of renewable term he would have had the equiva- 
lent of an exceptional compound interest return upon the additional 
amount that the ordinary life would have cost during the early years. 

While that is the way a policyholder looks at it in the retrospect 
it is, unfortunately, not the correct way to look at it from the point 
of view of the policyholder who is about to take out the insurance in 
the first place. In that case it is proper to subtract from the ordinary 
life cost only the cost of decreasing term insurance and not the cost of 
level term insurance. Thus under the correct plan there is each year 
a larger amount to be separately invested and the rate of interest that 
must be realized upon the separate fund in order to build up an amount 
equal to the ordinary life cash value at age 65, although substantial, 
is considerably under 6 per cent. The complications involved in 
applying the actuarially correct method of comparison will now be 
explored. 


Inrerest RETURN UNDER THE LeveL Premium Poticy 
A level premium policy such as ordinary life can be understood best, 
as previously pointed out, by looking upon it as a combination of 
savings accumulation and decreasing term insurance. Renewable term 
advocates argue that the two elements should be separated and not 
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combined in ore contract. The chief reasons advanced are (i) that the 
interest return on the separate fund will exceed the return on the 
savings element in the level premium policy so that more will be paid 
to the beneficiary, and (2) that the separate fund possesses a greater 
flexibility than does the cash value of the level premium policy. Con- 
sider first the matter of interest return, reference to which was made 
in the preceding paragraph. 

Last year we had occasion to make an analysis based upon the then 
current net cost schedules of a group of representative mutual life 
insurance companies. The figures were averaged and from the year- 
by-year net costs thus obtained were deducted the corresponding costs 
of one year renewable term insurance of an amount equal to the differ- 
ence between the face of the policy and the then current amount of the 
accumulated savings. The renewable term insurance costs employed 
were the average of the nonparticipating rates of a small group of 
companies willing to guarantee the cost of the insurance to age 65. 

Using age 35 as an example we found that on the basis just outlined 
the separate investment fund would have to yield over the thirty-year 
period a net compound interest return of 4.31 per cent in order for the 
separate fund to accumulate at age 65 to the amount of the guaranteed 
cash velue of the ordinary life policy. In other words, the equivalent 
net colupound interest return to the policyholder on the savings element 
in his ordinary life policy was 4.31 per cent over the period from age 
35 to 65. This is a most satisfactory return under present investment 
conditions, especially as it represents a net return on a compound 
interest basis. To duplicate the ordinary life policy the separate invest- 
ment fund must have charged against it all expenses of investment, 
all taxes on income received, all investment losses and still have the 
principal intact together with a satisfactory compound interest over the 
thirty-year period. That, we think is a large order. 

Eleven years ago I had a similar calculation made for another group 
of life insurance companies. As would be anticipated, a higher figure 
was obtained for the equivalent yield on the investment fund. At that 
time the rate of interest on high-grade long-term corporation bonds 
was about one and one-quarter per cent higher than at present, and 
this was reflected in the lower net cost of life insurance under dividend 
schedules then in effect. The equivalent net return yielded by the 
calculation was 5.36 per cent. In 1927, discussing that return, the 
following statement was made with reference to the possibility that 
future dividend scales might ‘be reduced because of a reduction in 
interest rates: “If, however, current dividend scales eventually do have 
to be reduced because of a lowered interest rate, the return upon securi- 
ties in which a separate investment fund could appropriately be placed, 
will also decline, so that approximately the same relation between the 
return of the two programs is likely to be maintained.” 

It is evident that this is what has happened. Eleven years ago a 
5.36 per cent compound interest return looked very satisfactory— 
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although so many people were sure that they could make a fortune 
in the stock market that less life insurance was sold because of its 
investment value than should have been sold. Today in the light of 
conditions in the investment market, 4.31 per cent also looks satis- 
factory. If conditions again change and interest rates rise, life insurance 
dividends will increase (barring unforeseen developments in other 
directions) and the equivalent interest return to the policyholder on 
the investment element in both old and new policies will tend to increase. 

Both in the calculations of eleven years ago and of last year, the 
yield that must be realized on the separate investment fund turned 
out to be above the average yield being obtained by the life insurance 
companies upon their own investments. How could that be? The 
answer is twofold. First, as we have seen, the mortality rates under 
ordinary life policies are lower than under renewable term policies. 
Second, because of the greater economy in combining two services under 
one contract the expense cost chargeable to the insurance element in a 
policy which combines both an insurance and a savings element is less 
than the expense cost of furnishing renewable term insurance under a 
separate policy. 

For these two reasons the renewable term-separate investment plan 
requires more of the total outlay to be applied to the pure protection 
element than in the case of the ordinary life policy. Hence there is 
less to put into the investment fund and a larger interest return is there- 
fore required to build the fund up to a given sum. All of which 
emphasizes the fact that the real bargain in term insurance protection 
is obtained when it is purchased in combination with an investment 
element rather than by itself under a separate renewable term policy. 


SECURITY AND AVAILABILITY OF THE FUNDS 


Having considered the interest return, we are, of course, interested 
in the relative security afforded the funds entrusted to the life insurance 
company as compared with the security afforded by a separate invest- 
ment program. Whatever may be said about the latter, there is no doubt 
about the incomparable security afforded by the life insurance company. 
The reasons are not far toseek. First, the life insurance company invest- 
ments are of a very conservative kind. They consist almost entirely 
of senior liens upon valuable property with a wide margin of safety 
to guard against depreciation. Second, there is wide diversification as 
to the kind of investment, whether bond or real estate mortgage, and 
as to geographical location. The wide diversification and large number 
of investments give the policyholder the advantage of the law of average 
in his investment program. If he has say a cash value of $5000 under 
his policy, he may have the equivalent of $5 in each of 1000 conservative 
investments. Losses on a small proportion of these investments will 
be spread over the whole list and the effect upon his investment will be 
relatively slight. 
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Third, and most important, is the steady flow of premium income 
which comes into the life insurance company even in times of depressed 
business conditions. This is perhaps the most unique feature of the 
combined insurance and investment program of the level premium life 
insurance policy. In time of severe depression a program involving 
merely the element of savings is more likely to be interrupted or given 
up entirely than is a program involving both savings and protection. 
In the latter instance the desire to continue the insurance protection 
is likely to lead to a continuance of the entire program to the ultimate 
benefit of all concerned. 

In confirmation of this deduction we find that the flow of life insurance 
premium income held up remarkably well during the worst years of 
the great depression of the 1930’s. For example, in 1932, the bottom 
year, the total premium and interest income of the life insurance com- 
panies doing business in New York State was more than $300 million 
greater than the total paid out for death claims, matured endowments, 
running expenses, cash surrender values, policy loans, and all other 
payments to policyholders. Moreover this does not take into account 
additional sums available from the maturity of bonds and payments 
on account of the principal of mortgages. 

The significance of the excess of current income over outgo is that 
it reduced to a minimum the chance that the life insurance companies 
would have to sell substantial amounts of bonds in order to meet 
demands for cash under their contracts. Had their contracts involved 
merely a savings feature, it is likely that their income would have been 
less and their cash demand greater. In consequence, the strain on the 
companies might have been much more severe, with increased chance 
of loss to policyholders. In having 2 double incentive for policyholders 
to continue to pay premiums during periods of stress, the institution 
of life insurance stands alone. Therein lies in part the explanation of 
the outstanding record of stability made by the institution during a 
period of unprecedented economic stress. * 

The separate insurance-separate investment program labors under 
another handicap. One does not know what the value of the separate 
investment fund will be at any given time. Death, for example, may 
occur when security values are greatly depressed so that the separate 
fund upon liquidation will yield only a fraction of its anticipated value. 
The seriousness of this possibility from the point of view of the family 
of the policyholder is self-evident. Under the life insurance policy the 
value is guaranteed and the method of operation of the life insurance 
company greatly increases the probability that the guarantee can be 
maintained under all conditions. 


* The holders of life insurance policies in companies representing more than 97 
per cent of the total life insurance in force in this country have had their policies 
maintained without impairment throughout the depression. Companies representing 
less than 3 per cent of the total went into receivership. On the basis of past 
experience, it og be reasonable to anticipate salvage which hye p- reduce materially 
the ultimate loss to these any ey eq In a large number of cases death claims 
Se ee t the loss has been confined to an impairment of cash 
values. 
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This phase of the subject leads to consideration of the general question 
of the availability of the funds in time of emergency. The life insurance 
contract guarantees not only the payment of a stipulated sum in the 
event of death but also the availability of stipulated cash and loan 
values after say two years’ premiums have been paid. That this is a 
most important guarantee, the experience during the depression bore 
eloquent testimony. In the six years 1930 to 1935, inclusive, the 
estimated amount paid out to policyholders under cash and loan value 
provisions was approximately seven billion dollars. This remarkable 
performance benefited millions of policyholders who were forced to turn 
to their life insurance as a last resort and found the guarantees were 
good, one hundred cents on the dollar. It is doubtful if any other 
financial institution could have stood relatively so large a cash drain. 
The primary reason the life insurance companies could do it was as we 
have seen, the maintenance in such marked measure of the large flow 
of premium income. Those who had money with which to pay pre- 
miums kept on paying and thus put the companies in funds with which 
to meet the emergency needs of other policyholders, without having 
to sell securities. 

The advocates of the separate insurance-separate investment theory 
have very little to say about the availability of their separate invest- 
ment fund in times of severe emergency. The experience of the depres- 
sion and its decimated security values are all too well known. Most 
of those who had relied upon their separate investment fund found to 
their sorrow that the anticipated values were not there when they were 
needed—nor since for that matter. The comparison with the striking 
performance of the life insurance companies is most impressive. 

One thing learned from the depression experience was the ability 
of the life insurance supervising authorities in the various states to act 
together to protect the companies at a time when the closing of every 
bank in the country produced financial chaos. With premium and 
interest income cut off and panic fear spreading throughout the country, 
it was necessary to limit demands for cash and loan values (except to 
pay premiums) to the bare necessities. Accordingly, a moratorium 
was imposed by the supervising authorities lasting about six months. 
There was no moratorium, however, on the payment of death claims, 
matured endowments, or annuities. Policyholders with very few 
exceptions accepted the situation in a co-operative spirit and realized 
that the regulations had been imposed for the good of the institution 
as a whole. The experience strengthens our confidence that any 
future desperate situation would be handled in similar manner to safe- 
guard the interest ofthe sixty-four millions of policyholders in the 
country. 


CoNCLUSION 


If time were available we could continue at length discussing other 
phases of this interesting life insurance problem. As you are well 
aware, a number of misconceptions regarding our business have gained 
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currency and it is decidedly in the interest of life insurance policy- 
holders that they be corrected when known to exist. Typical mis- 
conceptions have to do with such questions as the alleged forfeiture 
of the reserve when death occurs under a level premium policy, the 
average life of a policy, the influence of the American Experience Table 
of Mortality upon the net cost of life insurance, the rate of interest 
upon policy loans, and surrender charges. These and other questions 
are discussed in a book known to many of you, “Life Insurance Speaks 
for Itself,” written by your present speaker and published by Harpers. 
My purpose in mentioning this book here is to tell you that a new 
revised edition has just come from the press. In order to encourage 
its wider use, it is available in a moderate priced paper covered form.* 
I trust the book may be of value to you in your work as teachers of 
life insurance principles. 


DISCUSSION BY 


Davin McCaHan 


In his usual thorough and lucid manner Mr. Linton has analyzed the 
disadvantages of purchasing term insurance separately, and has like- 
wise presented the advantages associated with the investment element 
when created through life insurance. His case has certainly been 
made—and yet, in addition it might be noted, as pertaining to the 
investment element, that the life insurance plan offers: 

1. Favorable tax treatment with relation to the federal income tax 
and the various state and federal death taxes. As respects the 
federal income tax, this results from interest accretions to the 
reserve not being taxed to the individual as income and the pro- 
ceeds of his insurance being exempt if paid by reason of death. 
The federal government exempts from federal estate taxation 
$40,000 of life insurance paid to named beneficiaries, and in most 
states all life insurance, or a substantial amount of it, is free of 
inheritance or estate taxation. 

2. Special protection against claims of creditors which is accorded in 
most states when a life insurance policy is made payable to desig- 
nated beneficiaries in certain specified classes. The tendency in 
recent years has been to broaden the laws granting such creditor 
protection. 

3. Freedom from managerial care, whereby the policyholder avoids 
the attendant necessity of 


(a) Studying trends in business conditions 
(b) Appraising individual investment situations 


* Revised edition of ‘Life Insurance 8 for Itself,” by M. A. Linton; to be 
had direct from Harper & Brothers, 49 33rd Street, New York City, who will 
pay delivery charges when order is accompanied by check. Single -bound copy, 

5 cents; in quantities of 10 or more, 50 centseach. A standard cloth-bound edition 
at $1.50 is also available. 
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(c) Assuming the routine responsibilities of collecting interest and 
dividends, watching maturities, maintaining records, etc. 

(d) Applying the principles of selection and diversification in 
making investment purchases. 


. Liquidity without sacrifice of income. This is made possible 
through the purchase by life insurance companies of long term 
securities at more favorable interest rates than can be secured 
on short term investments, coupled with the normal excess of 
income over disbursements, which puts the company in a position 
to meet demands for surrender values and for policy loans without 
being obliged to have very much of its funds invested in types of 
securities readily convertible into cash. 

. Convenience of the life insurance investment plan as to denomina- 
tion, duration, periodic installment purchase, general availability, 
and soundness of psychology. 


We might approach this subject from still another angle to indicate 
the justification for combining the protection and investment elements 
even were there not the savings in cost which Mr. Linton has explained. 
Most life insurance is for family purposes, and is designed for meeting 
one or more of the following classes of family financial needs: 


(a) Indemnity for loss of a breadwinner’s potential earning capacity 
which has not yet been realized, or for indemnity against loss to 
the property estate of a deceased person, which loss is occasioned 
by administrative costs, death taxes, and other shrinkages 
resulting from his act of dying. In the former instance, the 
insurance is intended to protect against the loss of an income 
which has not yet been earned, whereas in the latter instance 
it is to protect against a loss to physical assets which will be 
worth a smaller amount to the owner’s heirs than they were 
worth to the owner just prior to his death. 

(b) An indemnity fund which can serve as a buffer to meet the 
unexpected, irregular, and often staggering jolts to family finances 
which result from sudden increase in current expense or decrease 
in current income. 

(c) Long run investment accumulations on a safe and systematic 
basis to provide for such worthwhile family objectives as old age 
support, education of children, the purchase of a home, etc. 


But many of the indemnity and investment needs are identical 
insofar as the purpose to be served by the family head is concerned 
and the desirable plan of administering the fund would not be influenced 
by whether the principal represents indemnity for potential earning 
power cut off by premature death or the accumulation through an 
investment plan of savings from actual earnings which have been real- 
ized. Thus a life income for a widow and an installment settlement 
program for a child’s education may be the ideal way to use the com- 
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bined protection and investment which a family head owns at his 
death but the “separate protection-separate investment’’ advocates 
offer no practical solution for providing it on a systematic, « -onomical, 
integrated basis nor do they offer any constructive plan to administer 
these “separate” elements to meet the numerous even more complex 
cases which the professional life underwriter is serving every day. In 
considering this problem, let us not lose sight of the fact that the chang- 
ing ratio under the “separation” theory necessarily involves constantly 
changing relationships in estate settlement plans but when the invest- 
ment and protection elements are combined, the process under which 
the potential earning power is protected until realized and converted 
into an investment of actual earnings, may take place without necessi- 
tating any adjustments on the part of the policyholder so long as his 
potential and actual assets are dedicated to achieve the same end. 

The president of a large life insurance company said to me some 
ten or eleven years ago that he did not believe life insurance should be 
taught in higher educational institutions because too much emphasis 
was placed on term insurance. We may sympathize with his attitude 
towards any overemphasis of term without accepting the conclusion. 
On the contrary, it would seem that we should recognize not only the 
positive benefits of having life insurance field men as well as the future 
leaders in legislative, business and professional fields fully educated 
as to the manifold and creative services which this institution may 
render to the public, but that we should likewise recognize, even if in 
a negative sense, that neglect to teach life insurance intelligently and 
impartially in our higher educational institutions leaves a fertile field 
in the minds of students for the growth of misconceptions and prejudices. 
This leads me to another observation which may have no direct bearing 
upon Mr. Linton’s paper, but which has been on my mind for some time 
in connection with recent attacks on life insurance. 

Courses in actuarial science and the mathematics of life insurance 
were respected members of our university curricula when the subject 
of life insurance as applied economics was knocking for admission at 
the back door. But recent surveys of college and university instruction 
in insurance indicate that the great bulk of students in insurance to-day 
are not preparing for actuarial or mathematical careers in life insurance, 
nor do they receive sufficient grounding in actuarial or mathematical 
theory to reason about life insurance problems in such terms. So far 
as I know, the study of rates and reserves still represents a hangover 
from the courses intended for quite different purposes. The presenta- 
tion is doubtless much simplified, but I wonder if the student is never- 
theless expected to think in terms of probabilities, to view an endowment 
insurance premium as a combination of level term and pure endowment, 
to regard the reserve as an accumulation of overpayments in early 
policy years to meet higher mortality in later years, to construe the 
payments received by some policyholders as forfeitures by others. 
Many of us attempt, I am sure to reconcile for students these concepts 
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and others of similar tenor with the idea that life insurance eliminates 
chance or probability of loss by pooling many risks and having each 
participant contribute a predetermined share of the total; by showing 
how the increasing savings and decreasing term explanation of life 
insurance cancels out the confusing probabilities of the “level term 
plus pure endowment” theory; by directing attention from the group 
reserve to the individual’s share of the reserve which constitutes the 
basic savings and is made available to the policyholder through the 
surrender and loan options; and by substituting the economic and 
social concept of sharing one another’s burdens for the forfeiture idea. 

I realize that some actuaries feel that Elizur Wright was actuarially 
unsound in his attitude regarding the individual reserve but should we 
not be realistic, and with our broader understanding of the increasing 
savings element in its emergency and investment uses, develop a new 
interpretation of the mathematics of life insurance which will be related 
logically to the “increasing savings-decreasing term” point of view. 
Possibly Mr, Linton who has done so much already in popularizing this 
idea may lead the way, even if he again does violence to the sacred 
traditions of the actuarial associations with which he is affiliated. And 
when that task is accomplished, we who teach insurance will feel the 
sentiment expressed in a bronze plaque on the walls of the playing 
fields at Rugby School in England which reads: 


“This stone commemorates the exploit of William Webb Ellis 
who with a fine disregard for the rules of football as played in his 
time first took the ball in his arms and ran with it, thus originating 
the distinctive feature of the Rugby game.” 





INDIVIDUAL RESERVES AND KINDRED DELUSIONS 


Henry H. Jackson 


“There is nothing in the commercial world which approaches even 
remotely the security of a well-established life office.” This significant 
sentence is typical of the spirit in which, in 1838, Augustus De Morgan, 
of Trinity College, Cambridge, Professor of Mathematics in University 
College, London, and Secretary of the Royal Astronomical Society, 
wrote concerning what he termed “the most enlightened and benevolent 
form . . . of self-interest” —life insurance. It is just a hundred years 
since that great and good man wrote those glowing words. Certainly 
history through the vicissitudes of the most critical century of the ages 
confirms their truth and their author’s genial wisdom. How needless 
then for me to appear before you this afternoon to discuss the carpings 
of assailants of an institution which by its own recorded performance 
magnificently refutes their charges. 

But for yet another reason this paper of mine is a superfluity. As 
members of the American Association of University Teachers of Insur- 
ance you know the basic mathematical principles underlying the co- 
operative enterprise of life insurance, and therefore you know that 
criticisms which assail it on the ground that when death claims are 
paid reserves are forfeited, when surrender values are paid heavy 
penalties are exacted against those surrendering, when policy loans are 
obtained the borrower is subjected to usurious interest charges, and 
when gains from mortality according to a particular basis of measure- 
ment are recorded the mysterious powers in control of life insurance 
companies must be making unconscionable profits—you know that 
such criticisms are composed of varying degrees of ignorance, of malice, 
and of despicable—because hypocritically concealed—self-interest, 
unmitigated by any sense of humor, any recognition of conditions in 
the American background, any historical perspective, or any respect 
for a square deal. Besides, you have that excellent general textbook, 
“Life Insurance,” by J. B. Maclean, and, more specifically refuting 
these attacks, Mr. Linton’s useful treatise, ‘Life Insurance Speaks for 
Itself,” and can get for the asking ‘‘Let’s Have the Facts,” a vigorous 
address by Mr. Alexander T. Maclean, now available in printed form. 

I intend to limit my discussion to such disingenuous criticisms of life 
insurance as have come to my attention during the last twenty years, 
usually embodying, however adroitly concealed, the suggestion, ‘‘ What- 
ever your present insurance setup may be, an expert like me could 
probably improve it a lot. Put your policies at my disposal and get 
the low-down from one who knows all the dirt. My charges are nominal 
in comparison with your prospective gains.” 

24 








rr 


we aa s @ ctw 


wa. we weeoUh™|NmT Uh Ur! hCUP 


ad oT YaelUCW 











HENRY H. JACKSON 25 


The appeals of such—my chaste vocabulary is restricted to the term 
“‘persons’’—are addressed to the gullible in every walk of life who do 
not realize that full information about any life insurance policy may be 
obtained without charge from the home office of the issuing company. 
Unfortunately those whose educational advantages are slight and 
whose means are slender are for those very reasons the most likely to 
be gullible. Thus too often the pretended services of such persons are 
paid for out of hard-earned savings, set aside almost penny by penny, 
which have thus far gone to provide the benefits of a pitifully small 
industrial policy. 

Indeed, industrial insurance both here and in Great Britain has of 
late been subjected to exceptionally heavy fire. The reasons are 
obvious enough. Policyholders may be more readily misled by plaus- 
ible half-truths where opportunity for conference with trained and 
impartial advisers is more limited, while the benefits, from the very 
nature of the business, are necessarily relatively somewhat more expen- 
sive. Some of the critics appear to feel that the industrial population 
would be wise to bother with no insurance whatever. It seems a trifle 
snobbish for one who can with annual premiums purchase protection 
in thousands of dollars to belittle the natural desire of one whose pennies 
are precious to get the same feeling of self-respect and modest thrift 
through assuring his estate of a few hundred dollars, that his exit too 
may be respectable. To state the matter very frankly, when I compare 
the cost and benefits in the best industrial companies, when I reflect 
on the notable—in my opinion the immeasurably valuable—contribu- 
tions made by a company like the Metropolitan to the promotion of 
public health and to the advancement of incredibly varied vital statis- 
tics, and when I then contrast the benefits thus conferred not by 
destroying, but by immeasurably increasing, the self-respect of the 
participants with the corresponding costs and the corresponding results 
of great government undertakings like the dole, like CCC, like PWA 
and WPA, my personal admiration for industrial insurance at its best 
is tempered only with amazement. 

When, therefore, I see copies of well-authenticated letters like those 
from which the two following excerpts come, do you wonder that my 
limited vocabulary restricts me to designating the writers as such 
persons? 


“Dear Madam: 

“This will serve to remind you that the agreement you signed 
provides that you pay us 25 per cent of the cash surrender value 
of your policies regardless of whether or not you elect to 





take this cash value. 
“We also advise you that we shall take whatever steps we find 


necessary to enforce collection.” 


The method of enforcement is indicated by the following excerpt 
from another letter to another: 
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“Dear Madam: 

“We shall be pleased to return your policies whenever you pay 
us the balance of the fee we agreed upon. Just what constitutes 
‘ample’ payment for our services is now immaterial, so long as 
you agreed to pay a stipulated fee and we have performed the 
services required of us.” 


Do you wonder that I should prefer the “services” of a skunk? 


Fascinating for the actuary is the analysis of the annual premium. 
Rewarding to teachers and serious students of life insurance is a mastery 
of technical formulas underlying net premiums and reserves. The 
general public is not composed in overwhelming proportions of either 
actuaries or technical students of insurance, and to the multitude such 
matters are indeed caviar. Worse than that, they are perplexing, not 
readily grasped, but tvo readily misrepresented and misunderstood. 
Perhaps it is high time, therefore, to stress not the analytical properties, 
not the mathematical intricacies of life insurance, but rather its essential 
and delightful simplicity. In a democracy, in a land of opportunity, 
in a land where youth is encouraged through prudence and industry to 
pursue happiness, self-respect, and competence, one of the most natural 
of all desires is the wish to build up an estate for the protection of 
dependents or for the perpetuation of benevolences should one have 
the felicity to survive the needs of dependents. This is accomplished 
in case of a Whole Life policy simply by an exchange of promises. The 
insurer will pay a fixed sum on proof of death. The insured meanwhile 
will pay fixed and comparatively insignificant sums from year to year. 

Obviously, such an arrangement can be entered upon successfully 
only as a great co-operative enterprise where so many promises are 
interchanged that the mathematical theory of probability will give 
smooth results. In this exchange of promises there is no inherent, no 
innate, idea of reserves or of cash values. But obviously, again, the 
insurer’s promise to a given individual becomes more and more valuable 
with the passage of time as death draws inexorably nearer, while the 
insured’s promise to continue his premium payments throughout life 
becomes worth less and less for the same reason. Furthermore, the 
present value of all the insurer’s promises must not exceed the present 
value of its current funds and of the counter-promises. Otherwise the 
insurer is insolvent. Hence there must be a guaranteed fund repre- 
senting this widening gap between present values of benefits promised 
and of counter-payments stipulated. In the aggregate, this difference 
represents the company’s liability on uncompleted promises and must 
be adequately, and more than adequately, provided for by jealously 
guarded, conservatively invested, religiously inviolate trust funds. 

Because this is so, an actuarially sound reserve basis must be deter- 
mined upon for an insurance company. In recognition of this obliga- 
tion, the companies in Great Britain are required to choose presumably 
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appropriate bases for themselves and each must announce its basis in 
its statements. In this country, perhaps sensibly enough (although the 
British are very proud of their freedom-and-publicity plan), the valuation 
bases are ordinarily, with a certain degree of elasticity, prescribed by 
statute. Now suppose a certain company values its promissory liabil- 
ities on outstanding insurance contracts according to the American 
Experience Table of Mortality with Interest at 3 per cent and operates 
on the full net level premium basis. Naturally any net level premium 
basis, where acquisition costs are considerable, is to be regarded as 
soundly conservative but not highly realistic. At the end of the tenth 
year on Whole Life policies issued at age 30 these assumptions will 
give reserves of $120.10 per $1000. This is a simple matter of fact. 
It may be established by mere arithmetical processes, though luckily 
these are enormously abbreviated through algebraic formulas. But 
because the reserve is $120.10 per $1000, it does not at all follow that an 
individual $1000 policy of this age, kind, and duration possesses an 
individual reserve of $120.10. One of Samuel Johnson’s wisest precepts 
was the simple injunction, “Clear your mind of cant.” He realized 
how full our speech must necessarily be of conventional phrases and 
was warning us against permitting the mere symbol to be substituted 
in our minds for actuality. In actuality, no existing individual policy, 
whatever its kind and duration, can possibly have an individual reserve. 

However faulty the preceding explanation of the nature of reserves, 
it must have shown that reserves are a matter of aggregates, true only 
under the operation of the law of averages or, if you prefer the term, of 
the mathematical law of probability which can operate only en masse. 
The very fact that a thousand policies of like kind represent on the 
average a liability of $120.10 per $1000, rightly considered, proves that 
no one of these policies except by accident will require that reserve. 
Some will be on lives about to be extinguished by death, some on lives 
totally and permanently disabled, some on lives presumably far better 
than the average. In the first group, requisite reserves approach the 
face amount of insurance; in the second group, requisite reserves are 
far in excess of the average; in the best group, because performance of 
promised benefits is still apparently long deferred, with long continued 
payment of stipulated premiums, the spread between these present 
values—that is, the requisite reserves for valuation purposes—must be 
on the average materially lower. When we talk of an individual 
reserve, we talk nonsense. For convenience, nevertheless, the term 
has come into common use. But we must clear our minds of cant, at 
least to the extent of remembering that, properly speaking, no indi- 
vidual policy has an ascertainable individual reserve. 

If Gracie Allen should inquire sweetly of one of you gentlemen, 
“‘And what, Sir, is your average present age?” you would know that 
she was asking a silly question. You might parry by replying, “My 
average age to date is so and so,” thereby appearing at half your present 
age, which should momentarily restore to you a delightfully youthful 
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feeling and give Gracie a pleasant shock of perplexity. If she addressed 
her question to a woman of perhaps dubious age whose known statements 
regarding it were somewhat conflicting, the inquiry would cease to be 
silly but would become highly invidious. 

It would be equally sensible—that is, nonsensical—to state that the 
average after-lifetime of a specified man aged 50 is twenty-one years. 
It is evident that no individual can have an average after-lifetime. 
Yet unless we clear our minds of cant, we may find ourselves employing 
the expression expectation of life—that is, average after-lifetime—as if 
it were applicable to an individual instead of being applicable exclu- 
sively in the aggregate to members of a particular group. 

For the protection of the insuring public, it is proper that Insurance 
Departments should be established. The determination of the solvency 
and integrity of any particular insurer is a fundamental reason for their 
establishment. To function properly, they must insist on the appro- 
priate computation of the liabilities represented by outstanding promises 
of future benefits. The custom of the country prescribes, as already 
mentioned, bases for such ascertainment. The basis in most frequent 
use today in the United States is the American Experience Table of 
Mortality, which for purposes of ascertaining reserves in the aggregate 
has stood up and still stands up very satisfactorily indeed. It is not 
my purpose to bore you with a detailed examination of this fact, but I 
should like to call particular attention to a paper presented at the 
October meeting of the Actuarial Society of America entitled ‘‘Standards 
of Policy Reserves in America and Their Effect on the Life Assurance 
Business,”’ by Horace Holmes.* With painstaking ingenuity the author 
has set up a model company with a reasonable distribution of business 
by way of plan, age, and duration, and has examined the result of 
applying to such a company no less than five different standards of 
net level premium valuation on a 3 per cent basis. The consistency 
of the results measured by mortality tables showing a spread in compi- 
lation of more than sixty years is nothing short of amazing. The oldest 
of these, the much criticized American Experience, gives aggregate 
reserves slightly lower on the average than the other four. But the 
maximum difference (omitting the American Men Ultimate Table, which 
throughout gives the highest reserves) on the whole business in force 
is consistently less than 114 per cent, and in none of the years studied, 
even under the American Men Table, exceeds 2.6 per cent. In the 
author’s words, ‘Changes in mortality in the past have produced little 
effect on a company’s liability under the net level premium reserve 
system. It seems reasonable to conclude that changes in future mor- 
tality will produce no more effect, provided they arise from the same 
causes as in the past.’”’ On the other hand, the author’s study shows 
that any change in the valuation interest rate will result in a percentage 
change in valuation of about ten times such change in assumed rate. 


*The Transactions of the Actuarial Society of America, Vol. XXXIX. (Not 
yet paged.) 
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Thus a 3% per cent valuation would yield total reserves roughly 5 per 
cent below those computed at 3 per cent. Naturally, the recognized 
modifications of the net level premium basis to allow for initial expense 
will, as demonstrated by Mr. Holmes, yield still more significant differ- 
ences. Facts and conditions being as they are, and the true purpose 
of the mortality table for supervisory purposes being the establishment 
of a sound computation of contract liabilities, most of the criticism 
directed against the much maligned American Experience Table for 
that purpose is theoretical rather than practical. 

The computation of premiums is another matter. Here competition 
and, I should like to add, the plain desire of insurance officials to give 
all policyholders a square deal can be depended upon to establish pre- 
mium rates adequate but not redundant in stock companies, and in 
mutual companies premium rates such that, through surplus apportion- 
ment, net costs may be made consistent with these same ideals. 

It remains for me under your persuasive President’s assignment to 
discuss briefly several other features of insurance dear to the tongue of 
the carper, though most of the criticisms evaporate or become unim- 
portant once the true nature of reserves and the true function of life 
insurance have been grasped. A very dear friend of my youth, eminent 
in his profession, used to delight in quoting to me what he called the 
golden maxim of the law, from which all its developments could be 
deduced (though I have since learned that others hold the dictum in 
less reverence)—Sic utere tuo ut alienum non laedas: Use your own in 
such a way as to harm nobody else. If this injunction be put upon a life 
insurance company, what is its proper interpretation? Your own 
becomes the whole group of policyholders—a co-operative body politic, 
if you please—as truly a co-operative body in our splendidly managed 
stock companies as in the more obviously co-operative mutual com- 
panies. But the your own unfortunately disintegrates into two classes, 
those who having entered into the exchange of promises see them 
through to death or maturity, and the less satisfactory group who fall 
by the wayside. For the purposes of this discussion, then, may we 
not fairly paraphrase the maxim to mean, So treat the departing guest as 
to give permanent members of the enterprise no disadvantage whatever. 

It is fitting that an insurer should treat as generously as may be, 
without rendering its contracts unstable or its treatment of the entire 
body of insured lives inequitable, any unfortunate member of the group 
who is unable or unwilling to carry through his promises. Hence the 
propriety, once they become available, of generous non-forfeiture values 
—preferably, I believe, through some form of reduced insurance pro- 
tection but customarily in this country through cash values. The fact 
that these cash values have come to be related rather intimately in the 
public mind with what would be the individual reserve on a particular 
policy, if a particular policy could without talking nonsense be spoken 
of as having an individual reserve, is highly unfortunate. It is not 
only unfortunate; it has led in many cases, I believe, to over-generous 
cash surrender values. 
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The theoretical cash value of an individual policy would be not at 
all the average “‘reserve” on some prescribed basis for policies in that 
particular group, but the fair price for which the difference in value 
between the two unperformed promises could be disposed of in the 
open market. It is right, I think, since such commodities are not 
otherwise readily marketable, that each company should for its own 
older outstanding contracts maintain a clearing-house and even guaran- 
tee a minimum stipulated value. To make the net level premium 
reserve a measure of such stipulated value in a land of heavy acquisition 
expenses, taxes, and overhead is just plain midsummer madness. Even 
a far-fetched analogy may help to make this clear. 

In the old days protection of the home against fire fell to the indi- 
vidual, but in certain communities a public-spirited group who cared 
for their homes and disliked the threat of fire sometimes formed some 
sort of co-operative league to help each other should need arise. They 
contributed funds, but these were not kept in a chest, to be withdrawn 
in case of fire and hurled at the flames. Even gold coins, when such 
were available, would have been ineffective for that purpose. The 
money was converted into such utensils as buckets, ladders, and axes. 
If one of the contributors in a moment of avarice decided that he pre- 
ferred to take back his money, it would not be available. His share 
in the league would have brought no cash in the open market. Further- 
more, his colleagues would have seriously objected to his taking a couple 
of rungs out of each ladder as his fair share of former contributions. 

In precisely the same way, life insurance premiums contributed to a 
co-operative enterprise cease thereupon to be mere dollars banked for 
withdrawal. Your payments and mine become part of the entire fund, 
as indistinguishable in themselves as raindrops in a city reservoir. That 
the co-operative enterprise may be successful, the total funds can not 
be kept liquid for withdrawal. They must be invested advantageously 
but conservatively and they must in the aggregate earn a guaranteed 
minimum rate of interest compounded annually; such is the basic 
assumption underlying the fundamental promise. You know the 
story of such investments by American companies, but it has never 
been better told than by Mr. T. A. Phillips in his address before The 
Association of Life Insurance Presidents this month in New York, 
“Investment Tendencies in Changing Times.” I commend his pre- 
sentation of facts and figures to the attention of all students of life 
insurance. Thus it would be as silly to talk of one’s individual cash 
in the tills of an insurance company as I have tried to show that it is 
foolish to talk of the individual reserve under a particular contract. 

Again, let’s clear our minds of cant. There is the term surrender 
charge which has crept into use as the difference between the cash 
surrender value allotted on the contract and what we loosely term the 
reserve on that contract. My exposition has been utterly faulty if it 
has failed to demonstrate the absurdity of connecting the two ideas 
at all and the arrant folly, whatever we call it, of thinking that this 
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difference constitutes a true surrender charge. The departing policy- 
holder is conceded a value. As I have already said, I believe it should 
be an insurance value chiefly or exclusively. In American practice it 
happens to be a cash value. If that cash value exceeds the amount 
which the insurer has left out of premiums received after accounting 
for all acquisition expense, all overhead, and the total charge for risk- 
bearing, it is more than our golden maxim would entitle the taker to, 
even though it represents a surrender charge of $40 per $1000 on the 
basis of the definition usually accepted. Many a cash value allowed 
in the United States actually involves not a surrender charge but a 
surrender bonus. Here again a paper presented at the October meeting 
of the Actuarial Society of America will reward your careful study as 
teachers of insurance, ‘‘Guaranteed Cash Surrender Values under 
Modern Conditions,” by Charles F. Richardson.* It is interesting 
and possibly significant that these two recent actuarial papers to which 
I am drawing your special attention should both be written by Canadian 
actuaries, though dealing primarily with insurance practices in the United 
States. The coincidence is one more illustration of the fact pointed out 
long ago by Benjamin Franklin that the views of a person residing in an- 
other country are the closest approach we have to the views of posterity. 
Mr. Richardson particularly emphasizes the point that the payment of 
a cash value even if it does not exceed the entire asset share reasonably 
computed (I need not explain how completely different is the asset 
share from the reserve) may still represent an excessive cash surrender 
value, since allowance should also be made for asset fluctuation, on the 
assumption that the heaviest demand for surrender values may come 
at a time when investment opportunities are advantageous. One 
sentence will summarize this view: 


“Deductions should be made from |the asset share] to provide 
for depreciation in asset values, since when values are depressed, 
if outgo exceeds income, assets will have to be realized at a loss, 
while even if income exceeds outgo the policyho'ders who surrender 
are really buying assets from the persisting policyholders at bargain 
prices.” 


If any word I have said about the impossibility of individual reserves 
and the obligation, too often disregarded by mutual companies, to keep 
cash values well within asset shares has any force, I need not labor at 
length the problem of policy loans. The silly suggestion that you are 
borrowing your own money has already, I hope, been sufficiently 
exploded, but even if the money were the policyholder’s actually—as it 
really is potentially through a perhaps too generous cash value option— 
he could not have his cake and eat it—you can not have your money 
and your insurance too. If you wish to keep up the insurance, that 
becomes your collateral like any other collateral; and the companies, 


*The Transactions of the Actuarial Society of America, Vol. XXXIX. (Not 
yet paged.) 
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by providing for demand loans at a fixed price regardless of conditions, 
have on the 6 per cent basis been generous. It is the unique character 
of this loan which has escaped the attention of legislators in New York 
and agitators elsewhere. I once attempted to compress into a single 
sentence this special characteristic of such loans:* 


“If the policy owner thinks that anywhere else in the commercial 
world he can go out and at a prearranged and entirely reasonable 
rate of interest—extremely reasonable in view of the average 
amount of such loans—obtain, not as a favor to him but as a con- 
tractual right, a loan representing every cent of the security afforded 
by the first-class collateral he offers, and if he thinks besides that 
he can get that loan on an absolutely non-callable basis so long as 
the value of his collateral remains unimpaired (and where, by the 
way, except in a life insurance policy can he find any collateral 
security of predetermined guaranteed future values absolutely 
uninfluenced by market conditions and contingent only on his own 
performance of his simple contractual obligation?) with the priv- 
ilege on top of that of paying off the loan in full or in part wholly 
at his own convenience—let him go out and try to find it!” 


My prophetic soul augurs that the policies to be issued next week, 
by compulsion in New York state and for the sake of uniformity else- 
where, fixing the rate of 5 per cent instead of 6 per cent, will not advan- 
tage the right persons and that consequently this feature will not, even 
in those companies which properly take pride in making attractive new 
features retroactive wherever feasible, be made retroactive. Obviously, 
the requirement of increased liquidity in itself means decreased interest 
earnings. If in the next financial crisis it turns out that this bit of 
legislation has helped the shrewd, the calculating, and the wealthy at 
the expense of the great body of policyholders, it will not be the first 
time that restrictive insurance legislation has failed in its objective. 
Clearly the application of our golden maxim here means, Charge 
enough for policy loans so that those taking them shall not enjoy an advant- 
age over those resisting that subtle temptation. It is barely conceivable 
that some in this audience shall not taste death before they see legislators 
wise enough to recognize this truth. 

Any reference to financial panics naturally suggests the idea of 
inflation, sometimes used as an argument both against putting one’s 
trust in the funds of life insurance companies and against putting one’s 
funds in the trust of life insurance companies. Since any permanent 
plan of life insurance is merely an exchange of promises, it is really a 
hedge against the fluctuations of inflation and deflation. You buy 
dollars, deliverable in the future. Also you pay in dollars, deliverable 
now and at convenient future intervals. Nobody knows exactly where 
the purchasing power of the dollar will stand at any one of the dates of 


* Life Office Management Association: Proceedings of the 1935 Midwest Special 
Conference, Vol. II, p. 253. _ = 











HENRY H. JACKSON 33 


payment. Both sides get the fair advantage of a broad average. 
Barring ruinous inflation, which will involve the loss of all we hold 
precious, including our established government itself, what better pro- 
tection can we find against the ups and downs of the price index than 
life insurance affords? Let any candid critic of life insurance attempt 
to find the answer. Add to this the fact that premium payments 
represent in general the dollars we can spare out of our income, our 
top dollars as Professor Bailey has happily termed them, whereas the 
payments to our beneficiaries will represent the dollars they so desper- 
ately need in probably their most critical emergency, their bottom 
dollars, and you have answered adequately and, I think, fully this type 
of criticism. 

I have yet under my assignment to refer to dividends on participating 
insurance policies. It was my duty last spring to lecture on this subject 
before actuarial students, hopeful of Fellcwship rank. That superficial 
and fragmentary discussion took me three hours. Please accept my 
congratulations. You are to escape in three minutes. Our golden 
maxim applied to dividends clearly means, Remember that the dividend 
is but a minor feature of participating insurance. The basic promise is 
of paramount importance. Allot as generous dividends as may be con- 
sistent with a broad view of current conditions and on as equitable a basis 
as the complicated nature of the problem involved will permit. Absolute 
equity is concededly impossible but let us not scorn that notable 
American invention, the contribution method, whereby gains are traced 
to their respective sources and, broadly speaking, distributed accord- 
ingly. Certainly, the contribution formula marks the most logical 
approach to such equity which has thus far been suggested by actuarial 
science. And note, please, that theoretically at least the distribution 
of dividends is independent of the mere valuation basis, so that here 
again criticisms of the so-called obsolete American Experience Table 
are rather theoretical than practical, although it is comforting to remem - 
ber that the whole question of appropriate mortality tables is even now 
under judicious consideration by a committee representing Insurance 
Commissioners and including in its membership highly competent 
actuaries. 

The very word dividend, however, tempts me to a brief digression 
concerning the unfortunate nomenclature of our business. That 
extraordinary combination of sound actuarial science, skillful drafting, 
elaborate options both before and at maturity, a contract to last a 
man a lifetime and to benefit his beneficiaries for perhaps more than 
another lifetime, we call an Ordinary Life policy. Throughout this 
paper I have for brevity avoided reference to the many other attractive 
forms, since all may be analytically regarded as adaptations of this 
basic plan, itself both historically and practically the backbone of the 
business. And then we call insurance which is not industrial insurance, 
ordinary. We talk of dividends when we mean something very different 
from any other dividend known to man. It has even been suggested 





at INDIVIDUAL RESERVES AND KINDRED DELUSIONS 


that by analogy to fire insurance we should speak of death insurance 
instead of life insurance. And I have already paid tribute to the 
absurdity of the term surrender charge, while the expression reserve, 
meaning liability, may well prove confusing. And what layman ever 
saw sense in the term Pure Endowment as distinguished from Endowment, 
or could remember why an immediate annuity is not an annuity due? 
These terms are all too deep-rooted for successful readjustment but 
they lend particular force to the ancient caution, “Clear your minds 
of cant.” 

One other application of the golden maxim may deserve a word in 
passing—to the selection of risks. It is neither snobbery nor hypocrisy 
that makes damaged lives unacceptable as standard insurance risks. 
Here the maxim requires, So admit new members as not to injure the old. 
Its general application should be obvious to everyone. Its particular 
application is every day engaging some of the best thought of doctors, 
of actuaries, of underwriters, of statisticians and of executives through- 
out the land. 

What then is behind so much destructive criticism of an institution 
composed in the United States of some 64 millions of adherents whose 
funds held in sacred trust now exceed 27 billions of dollars, an institution 
which has weathered not one but many a financial crisis, which has 
come through wars and pandemics without default, which through the 
greatest depression of history has given an account of itself unmatched 
by any other financial institution? So far as such criticism represents 
petty self-seeking, it is easily understandable. So far, I sincerely 
believe, as this type by itself influences the great body of policyholders 
it is negligible, being usually effective in inverse ratio to its vociferous- 
ness. Yet there is behind some of it a philosophy less discreditable; 
this must be sought in the times. ‘“‘The fiend that us harries” is no 
longer love of the best—rather, restless impatience with any established 
order. We are all obsessed by what some philosopher should christen 
(or perhaps has already christened) the Immediacy of the Moment, we 
are all victims of that modern disease, Contemporaneititis. Ours is the 
day of the slogan Don’t write, telegraph. Transferred to reading, the 
progression becomes: Don’t read serious classics, read a book of the 
moment; don’t read books, read magazines; don’t read the slicks, read 
the pulps; don’t read periodicals, read the newspapers; don’t read the 
newspapers, read the tabloids; don’t read the tabloids, look at the 
pictures; don’t look at the pictures, turn on the radio! In an age of 
such transient values, an age which seems to forget the poet’s “tears” 
(and smiles too, and laughter) “‘of eternity,” it is easy to forget that 
anything can be worth while beyond the moment. Anything with a 
suggestion of permanence is suspect: standards of morality, forms of 
government, and why not life insurance? We discard the old and 
serviceable for the new and fashionable. (Did you trade cars last 
week? Idid.) Choose the easiest way. Discontinue your plans for 
financial independence and reasonable security. Take your money. 
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Satisfy some temporary yen and let the other fellow worry. That 
atmosphere makes insurance less permanent than it should be, thus 
increasing lapses, twists, and switches, and the cost to the permanent 
holder. And the irresponsible critic would further increase these costs 
to increase his private gains and, incidentally, the validity of his 
criticism. 

Short of Utopia, every institution will be humanly faulty. Life 
insurance is good; it can be made better. Mr. Morrison will tell you 
of one of its defects and of possible methods of improvement. Such 
constructive criticism is continuously carried on within the institution 
through research by bureaus and statisticians and Medical Departments 
and actuaries. Those responsible for conducting the greatest companies 
are most eager for all the constructive criticism they can get. 

One broad inquiry not strictly within the boundaries even of this 
omnibus paper of mine is now proceeding which has already aroused 
notable public interest, the so-called Monopoly Investigation. A mem- 
orandum to the committee in charge from Mr. Berle, Assistant Secretary 
of State, was released to the press late last summer. That memoran- 
dum, suggesting the fact-finding nature of the committee’s task and 
mentioning some of the facts to be ascertained, is of a highly reassuring 
nature. One very vital section, with no less than ten important sub- 
sections, deals with the subsidy of industry by the government. Mr. 
Berle specifies for consideration subsidies direct and indirect, government 
orders, special privileges both Federal and State, tariff protection, 
government protection of price, industrial subsidies, subsidies through 
relief to labor, and direct loans. It is amusing to think how far life 
insurance as an institution is from benefiting by these subsidies direct 
or indirect. Indeed, the subsidies accorded to life insurance in the 
United States are conspicuous by their stark negativity. Life insurance 
requires legislation and State supervision—and gets it. But premium 
taxes levied by the States probably pay the total expense of supervision 
twenty times over. 

Is it not a public service to keep citizens off the dole through con- 
venient methods of saving, to keep widows and children out of the 
poorhouse by supplying the needed bottom dollars? Could not the 
State well afford to encourage such institutions by the indirect subsidy 
of free supervision? [I realize that this will never happen so long as 
taxes are assessed under what Doctor Loman calls the practical poli- 
tician’s theory. You have but to refer to his book “Taxation” to see 
the very antithesis of government subsidies to life insurance through 
varied taxes and fees. ‘‘They afford us one of the best illustrations of 
unscientific and inequitable taxation that one can find anywhere,”’ says 
Doctor Loman. 

In particular, may I suggest that any State which might sponsor a 
special scheme of life insurance for its own citizens ought logically as a 
first step to exempt insurance companies from all taxes in recognition 
of the public service they are themselves performing. I suppose one 
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would be thought merely whimsical to suggest that such a State might 
well go one step farther. Clearly no State scheme could possibly suc- 
ceed without agents if the companies operating there had not through 
intensive, extensive and costly advocacy of life insurance throughout 
the last three generations popularized it until its merits and desirability 
are almost universally conceded. Why should not the State, then, in 
recognition of this assistance, pay each company a modest dividend in 
proportion to its reserves held against policies in force therein? Legis- 
lators please take notice. 

And, incidentally, let no policy owner forget that he himself is the 
beneficiary of an indirect subsidy from the past. All that the great 
mathematicians, all that the eminent actuaries, whose basic discoveries 
and brilliant inventions have made possible the scientific direction and 
operation of the business, all that its skillful administrators of earlier 
days have contributed—these benefits and safeguards are put freely 
at his disposal today without a penny’s fee for copyrights, patents, 
royalties or other special charges in recognition of this rich heritage, 
of an aggregate value inestimable. 

I have left much unsaid that should be said in a full discussion of 
the subject assigned to me; but I submit that until critics of life insur- 
ance on this continent can show that democracy should be abolished, 
that opportunity to capitalize potential earnings and to leave an estate 
should be denied the individual, and that life insurance companies have 
ill performed the basic promises entered into—and the innumerable 
minor promises interwoven therewith which they have voluntarily 
added for the greater convenience and better service of the co-operative 
body of policyholders and of their beneficiaries—most of their criticisms 
can be disregarded as constituting (as so many of them on their face 
proclaim themselves to be) little more than the vociferousness of ignor- 
ance, malice, and a despicable type of self-seeking—self-seeking intended 
to unsettle the confidence of ill-informed policy owners in the valuable 
guarantees they have bought, in order at a price to start them all over 
again on what must always be for most of us the hard road to financial 
independence and reasonable security. 


DISCUSSION BY 
RosBert RIgGEL 


If we consider participating insurance only the situation with respect 
to interest on policy loans is simple. Policyholders who borrow the 
money pay the interest rate and non-borrowers receive it. If the rate 
charged on policy loans is too high in comparison with current interest 
rates on similar investments the borrower suffers and the non-borrowing 
policyholder profits. During brief periods of stress and emergency, on 
the other hand, the advantage may be to the borrower and, although 
temporary, may be considerable. 
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The question then is, what is such a loan worth in the market? The 
security is better than that of a government bond, because the company 
has a deferred obligation to the policyholder greater than the debt. 
Companies are willing to lend on government bonds at 2 per cent, and 
it might from this be concluded that 2 per cent was a sufficient rate to 
charge on policy loans. But while the company may be willing to 
invest 18 per cent of its funds at this low rate for the sake of safety or 
diversification, it would not be willing to contract to invest on demand 
an unlimited amount at this rate, a potentiality inherent in policy loans. 

At what rate should a company be willing to contract to invest an 
unlimited amount of money? It seems to me the answer is, at a rate 
which, over a period of years, averages the same as it can earn in the 
same period on a diversified investment list, after subtracting capital 
losses. Perhaps this rate should be increased slightly to include an 
allowance for the asset fluctuation factor suggested in Mr. Jackson’s 
paper. Let us suppose that companies between 1916 and 1936 have 
earned 434 per cent on the earning assets. Some, of course, earned 
more and others less than this. But it seems reasonable to believe 
that this is a fair rate over the period in question. 

The difficulty with any fixed rate, however, is obvious, for it may 
be too high at one period arid too low at another. The self-interest of 
non-borrowers is easily protected by placing the rate considerably 
above the 434 per cent named above and stipulating, say 6 per cent. 
This means that borrowers may, for brief emergency periods, when they 
need them badly, get loans below the market price but for most of the 
period they will be paying too much for the use of the borrowing priv- 
ilege. It clouds the issue to say that they could not do any better 
elsewhere, because other lenders do not stand in the same contractual 
relation to them that the insurance company does, and other lenders 
are not the custodians of their money. 

It seems evident that a more promising solution of this problem 
would be a moveable rate, varying with conditions existing at the time. 
The Insurance Superintendent of New York proposed to require that 
the rate of interest on policy loans should be fixed from time to time 
by the Insurance Commissioner in accordance with the conditions 
prevailing at the time. This is in accordance with the logic of the 
situation, and is more equitable to all policyholders. Instead, my 
impression is that companies preferred to accept a regulation which 
merely reduced the rate to 5 per cent. This is nearer the point of 
equity at the present moment and probably over long periods of time, 
but is also unfortunately an inflexible method of meeting the problem. 

In this discussion I have said nothing thus far concerning the problem 
of emergencies, such as 1932, when large numbers of policyholders 
swoop down on the insurance companies for loans and surrenders, many 
of them actuated only by fear. This problem, I believe, is best treated 
separately from the interest problem. This is a question of what 
limitation should be placed upon loans to policyholders, and the interest 
rate is no effective limitation at such times. 
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This brings up another point in Mr. Jackson’s paper, namely, policy- 
holders borrowing “their own money.” Mr. Jackson contends that the 
idea that a policyholder borrows his own money is a fallacy. I think 
we have enough borrowers today to enable the law of large numbers to 
operate. If a company wrote renewable term policies only, on a natural 
premium basis, all problems of investment and policy loans would be 
eliminated. Under the level premium system, however, the presence 
of an investment-fund (or at least a savings-fund) is inevitable. When 
insurance companies and their sales representatives discuss with a 
prospective buyer the advantages of life insurance as an investment, 
it is convenient to refer to the reserve as “his” savings-fund or invest- 
ment. When it comes to a generalized discussion of policy loans, hew- 
ever, this form of expression seems to be embarrassing. 

In a contractual sense, however, I agree with Mr. Jackson; in a 
practical sense I do not. If I enter into a contract with Mr. Jackson 
to buy from him furniture worth $1000 on the instalment plan, which 
furniture is continually depreciating in value, with the understanding 
that my payments shall be sufficient to accumulate in his hands at a 
rate sufficient to off-set the depreciation in the furniture, all instalment 
payments to cease if I die, and Mr. Jackson to make up to me at that 
time all accumulated depreciation on the farniture, we have something 
closely analagous to an ordinary life policy. If I die I am entitled to a 
$1000 fund comprising both furniture and money but the depreciation 
fund in a contractual sense is his. If I take the fund out of his possession 
I cannot demand that he carry out his part of the contract. Under 
these circumstances, when bound by such a contract, I can hardly say 
that the money in his hands is “my own.” It is, in a sense, placed in 
escrow for the fulfilment of the contract (or to use his words, it is 
“‘collateral”’). 

And this is just where the difficulty arises, namely in the fact that 
two contracts, one for furniture and one for depreciation, are bound 
together in one document so that one cannot be abrogated or changed 
without affecting the other. This is why Mr. Linton’s description of 
life insurance contracts is more illuminating than the older description 
of a constant insurance face value. Under the level premium system 
an insurance contract and an investment contract are inevitably linked 
together as long as the result is accomplished by a single document. 

It is foolish not to admit that such a combination has many advant- 
ages, but it is equally foolish to maintain that it has no disadvantages. 
An ordinary life policyholder who has to his credit a cash value of $131 
at the end of 10 years, cannot obtain this money without affecting his 
insurance contract. If he takes the cash value outright, he loses his 
insurance contract; if he borrows it he cannot maintain his insurance 
protection at $1000 while it is in his possession unless he enters into 
some additional contract which the condition of his health may not 
permit. Furthermore he is bound to pay a fixed rate of interest, whether 
the money is worth that much or not. 





Pd 
' 


ie Pw DOD me OM OD 


a i Me ee. ee OU ee 


Se ee i Mn ee 


HENRY H. JACKSON 39 


There are, it seems to me, two alternatives to this situation. In the 
first place, insurance companies could issue a renewable term policy 
without limitations. At present various restrictions hedge about this 
contract. In one company it is only renewable for nine years; another 
will not issue the contract after age 55; another will not issue the 
contract after age 50; others will not issue one at all. Such a contract, 
it is said, would later prove undesirable to the insured, but others prove 
undesirable also and yet are issued. I do not think insurance companies 
gain much by being too paternalistic in this respect. With such a 
contract readily available the insured could then invest his money else- 
where, independent of the insurance contract. 

A more desirable arrangement would be for companies to issue 
separate insurance and savings contracts. This would provide the 
same identical protection as at the present time, except that there 
would be no connection between the insurance and savings contracts. 
Mr. Linton has endeavored to show in his address that adverse selec- 
tion and the expense element (perhaps) are practical disadvantages of 
this method which make the remedy worse than the disease. In other 
words Mr. Linton, who is in a position to examine the data suggests, 
and a priori it seems likely, that adverse selection is great enough to 
outweigh any advantage of the separate insurance and savings system. 

I have never been very enthusiastic over the loan privilege in policies, 
and I think it would have been well if life insurance companies salesmen 
had represented this feature in the same terms and same dispassionate 
manner as Mr. Jackson. On the other hand, however, having held out 
the loan privilege, it is ineffective and illogical to try to restrict its use 
by an inordinate interest rate. 

I have the impression that, with respect to the combination of savings 
and insurance, the criticisms have been approached in the wrong way. 
Critics have been given the impression that life insurance could not, in 
theory, be conducted on any other than the level premium system. 
I think more progress would be made if it were contended that the 
level premium system is a matter of convenience rather than necessity, 
and that it maintains its place because the realizable benefits of any 
other scheme are not worth the practical detriment involved. 











SELLING METHODS IN LIFE INSURANCE 


LAvURENCE 8S. Morrison 
I. The Past 

From more than ten years’ study and inside observation of the selling 
organizations of life insurance, one conviction has been slowly crystal- 
lizing in the mind of your speaker: that the most significant single 
aspect of present-day agency operations is the struggle of a system, 
born of youthful optimism and nurtured on expansion, to function 
efficiently during a period of declining or stationary sales. What the 
future holds, is for a prophet to say, but the historical record stands 
open for interpretation. 

In our youth, every one of us receives certain ideas, impressions, and 
conceptions, which as we grow older, coalesce into a philosophy of life. 
This basic philosophy is very important, as you know; it may color 
our every action, and once formed, it is extremely difficult to change. 
To understand a man, or an institution, it is necessary to know some- 
thing of this background. 

The agency system, to a large extent, is a product of the years which 
followed the Civil War. The pattern became established and youthful 
impressions grew into a basic philosophy, along with a conception of 
what was normal. It was inevitable that all this should reflect the 
prevailing attitudes of the times. What were some of them? 

1. Great optimism and an unquestioning belief in a beneficient future. 

2. Boundless opportunity and an unlimited future market; continued 
growth could be taken for granted. 

3. All any man needed was a chance to go to work; hard work would 
insure success in a big way; failure was not due to circumstance 
but to lack of effort. 

4. Expense was a minor matter—growth and a rising anes would 
take care of that. 

The agency system grew up and became established with some such 

general outlook as this. It became customary to believe that: 

1. The normal agency manager would produce a constantly increasing 
volume of new business, and 

2. A constantly expanding organization. 

3. If enough new business were sold, the law of averages would take 
care of persistency, and hence increase of insurance in force. 

4. If enough men were hired, those who had what it took would 
succeed and the organization would grow. Failure was of com- 
paratively little moment—other jobs were plentiful and any selling 
experience was always valuable in some other occupation. 

5. These natural increases would automatically take care of cost. 
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What happened? Were these conceptions justified by results? 

The objective was to distribute life insurance as widely as possible 
to all classes, and we can take it for granted that this objective was a 
good one. In 1860, there was something less than $200,000,000 in 
force, including all types of insurance; in 1931, there were 121,760,536 
policies for $108,885,563,000, or more than two thirds of all the life 
insurance in the world. 

As you know, sales reached a post-war peak in 1869 and thereafter 
declined to a low point which, according to our figures for all sales of 
Ordinary exclusive of Group, came in 1880. Sales in that year were 
$187,500,000. Fifty years later, in 1930, they were twelve and a half 
billion. 

On the whole, the basic assumptions upon which the agency system 
rested were correct and were justified by results. Over thefifty-year 
period, sales increased at an annual rate of 8.8 per cent, which means 
that the amount doubled every eight years approximately. This rate 
of increase was of course not uniform: from 1880 to 1890 it was 17.1 
per cent annually; from 1890 to 1907, what, with the hard times of the 
1890’s and the Armstrong Investigation, it was 2.4 per cent; from 1907 
to 1930, it was 10.2 per cent. 

These figures, we believe, are of the utmost importance to any inter- 
pretation of present-day agency trends. Starting with the properly 
optimistic assumption that the business held enormous possibilities for 
expansion, agency men found that their optimism was justified. The 
conception that large and continued increases are normal is well fixed; 
most men now holding responsible positions had these conceptions 
crystallize during a time when, with two exceptions (1914 and 1921), 
each year’s sales for twenty-two years were substantially greater than 
the year before. 

The turning point came in 1930, when Ordinary sales exclusive of 
Group were 97.3 per cent of 1929. This index for succeeding years was: 
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Sales have been practically constant for the last six years. Why 
wasn’t this foreseen? It is only too easy to be wise after the event. 
Perhaps the prophets belong to the Old Testament; perhaps it is too 
difficult to accept ideas that violate those long-fixed convictions which 
rule our mental processes. I have learned that one can always deflate 
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his ego by asking himself to put his name to a detailed and specific 
prediction of just what is going to happen in the next ten years, or even 
in the next five. 

Admiral Sims was once criticized for the amount of money the Navy 
spent in the last months of the war. His reply was terse and to the 
point: “If we had known how long the war was going to last, we 
wouldn’t have spent it.” 

These sales figures for recent years may not be wholly encouraging 
to the agency man who believes—rightly or wrongly—that his job 
depends upon showing substantial increases in sales, but we may end 
this first part of our discussion on a more optimistic note. We believe 
that insurance in force is a better index of benefit—to company and 
public alike—than new sales. Again taking 1929 as a base, when 

i insurance in force excluding Group was $76,122,996,000, the 
index for the succeeding years was: 
Per Cent 
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The trend started upward in 1935 and today, as near as we can tell, 
the outstanding total of ordinary insurance is within 5 per cent of the 
1931 maximum. With Group and Industrial insurance included, the 
total in force is higher than ever before. 


IT. Some Present Characteristics 

A life insurance company makes its contact with the public through 
the Agency Department, and the Agency Department in turn operates 
not through a few large sales outlets but through a relatively large 
number of sales offices, which if not local in theory are most often 
actually so in practice. 

A recent Bureau study shows that 89 Ordinary companies in the 
United States with 68 per cent of the total insurance in force have 
3318 agencies, an average of 37 agencies per company. The median 
sized agency produces between $500,000 and $750,000 of new business 
annually, with 64 per cent paying for $1,000,000 or less; 81 per cent 
$2,000,000 or less; and about 90 per cent $3,000,000 or less. Only 
4 per cent of these agencies pay for $5,000,000 or more. 

Of these agencies, 1638 belong to 26 larger companies having 
$400,000,000 or more in force, an average of 63 agencies per company. 
The median size here is just below $1,500,000; 7.5 per cent pay for 
$5,000,000 or more and 20 per cent for $3,000,000 or more. 
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This prevailing size of agency—certainly small from the standpoint 
of the larger company—is significant. It has been the general con- 
sensus of opinion that the most successful Agency Manager is he who 
builds the largest agency. A prominent agency executive once said: 
“The time is coming when there will be no agencies paying for less 
than five million.” 

While volume and growth are, to a large degree, still taken as the 
index of success, there is less and less belief in the idea that the small 
agency—like a small boy—is merely an infant on his way to maturity. 
As long as existing conditions prevail, the number of these smaller 
agencies which can become large is limited. To make them large by 
consolidation would be a doubtful benefit, for in too many cases such 
consolidations have cut efficiency down. Furthermore, the evidence 
accumulates that on the whole small or medium-sized agencies can be 
operated at a lower cost than large ones. 

The realization of these things is having a beneficial effect upon the 
business as a whole. There are some who accept these ideas with 
difficulty and who feel that life is futile without rapid growth. Perhaps 
that is our American way: but as a matter of fact, a more wholesome 
type of growth is under way—a growth in the number of those who 
believe that it is bette: to do a smaller job well than to do a bigger 
job poorly. 

The Agency Manager is the keystone of the system. He has a com- 
plicated job with much responsibility. If you would find a good agency, 
you must first find a good Agency Manager. If you should ask: “‘ What 
is a good Agency Manager?” we should probably answer: “‘One who 
has a good agency,” for the specifications are not too specific and cannot 
too easily be recognized in advance. 

What is the job of the Agency Manager and what are his responsi- 
bilities? In general, he represents his company in his territory and 
very often determines his company’s local reputation—hence the well- 
known fact that certain companies are strong in unexpected places: 
More specifically, three things must be done in any successful agency. 


1. Service to existing policyholders 
2. Sales 
3. Business management 


These three functions are all very important, and the ultimate worth 
of an agency depends upon a proper division of emphasis. It is possible 
that such a proper division will prove to be more important in the 
future than it has been in the past. 

There are some very legitimate differences of opinion as to what 
this emphasis is, how these three jobs should be done and by whom. 
Any broad generalization will be risky, for there are exceptions, but 
on the whole, these differences of opinion and practice appear in the 
distinction between the general agency and branch office plans. 

Under the general agency plan, it is the tendency to give the General 
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Agent rather full responsibility in all three of these major divisions. 
He is charged with the collection of renewal premiums, conservation 
effort, all other service to policyholders, and with business management. 
He receives an over-riding commission or collection fee upon all of the 
premium-paying business in his agency, plus usually a stated expense 
allowance. From these funds he pays all agents’ commissions and the 
expense of agency operation. The efficiency of the agency is of great 
importance to him, as his net income is the gross less these disbursements. 

In branch office operation, the tendency exists to regard the Manager 
as more of a specialist in sales management. The old business function 
is often delegated to a separate Cashier’s Department, which has the 
responsibility for conservation and service. Business management 
may be largely taken over by the Home Office, which pays commissions 
and agency expense directly. ‘The Manager usually receives a salary 
based very largely upon the volume of new insurance or upon new first- 
year premiums. 

In general—and here again generalization is risky because of numerous 
exceptions—these two contrasting plans provide a different emphasis 
and incentive. The General Agent, who receives most of his income 
from renewal premiums, may place more emphasis upon economical 
operation, maintaining business in force by careful service to policy- 
holders, and may be less aggressive in seeking new business than the 
man who regards business getting as his sole function. 

Both plans unite in making the General Agent or Manager responsible 
for sales of new insurance, but here again some distinction exists. It is 
reflected in the attitude toward personal production. In some cases, 
personal production is insisted upon as a major function; it may be 
left to the Agency Manager’s own discretion or it may be prohibited. 
Suffice it to say here that personal production is an important factor 
in the small agency, growing less important with size. 

Most reputations are made or lost in the important role of Sales 
Manager. As such, the agency head is expected to secure adequate 
production from an adequate number of men, but here again we find 
the same general difference of opinion as to the best way of doing it. 
On the other hand, the major emphasis may be upon the supervision 
and development of present agents, with recruiting as a necessary means 
of maintaining or increasing the organization; on the other, the recruit- 
ing of new organization may be regarded as the Agency Manager’s first 
responsibility and function. 

The job of sales management divides itself into four important parts: 
selection, recruiting, training, and supervision. It is significant to 
compare how these things are done in life insurance and in some other 
industries noted for good selling practice. In life insurance, these 
functions almost always belong to the Agency Manager; elsewhere 
there is a tendency to give them to the Home Office and to concentrate 
the Agency Manager’s efforts on supervision. 

The General Agent or Manager has almost complete responsibility 
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for the selection and recruiting of new men. As might be expected, 
the job is sometimes well done; sometimes it is done poorly. The old 
habits of promiscuous selection which worked so well in the old days 
are still strong in some places and many men are still brought into the 
business who represent the triumph of hope over experience. Poor 
selection is partly due to the lack of qualified possibilities from whom 
to select; in part to inability to recognize a potential salesman. There 
are doubtless many men in the business today who would maintain 
that the only way to find out whether or not a man can sell is to let 
him try it. 

Much encouraging progress toward better selection has been made. 
First, there is an increasing realization of the importance of good 
selection; second, the development of such selection devices as the 
Research Bureau’s Rating Chart, Personality Characteristics, and 
Aptitude Index furnish a means of checking or substantiating judgment. 
Even if these devices cannot pick the successful man, they give high 
promise of eliminating the unqualified. 

In certain other industries, the selection of new salesmen is becoming 
more and more a Head Office function. This is a tribute to the necessity 
for the careful selection of new men, but it must be obvious that such 
concerns, from their nature, have need of few rather than many new 
men. 

Training the new recruit is very generally regarded as the Agency 
Manager’s job. Certain forms of assistance, such as training courses, 
are quite generally furnished by the Home Office, but with the Agency 
Manager doing the actual work of instruction and training. Some 
companies have established training schools but the practice is by no 
means prevalent. 

In other industries, preliminary training is wholly a Home Office 
function, and becomes more a process of continuous education, rather 
than a means of getting the new man into production. 

These companies tend to place much more emphasis upon supervision 
of the established salesman, making this possible by relieving the 
Branch Executive of other duties and by using a greater number of 
Supervisors. Supervision in life insurance presents a difficult problem 
because, in most cases, the profit margin per man—from which the 
cost of supervision must be paid—is small. 

The general trend in compensation in many industries seems to be 
very definitely toward salary and commission, or salary and bonus, 
and away from straight commission. This is not true in life insurance. 
Since as early as 1855, sporadic attempts have been made to pay the 
agent a salary based on his sales. We have yet to hear of such a plan 
which, after adequate trial, was regarded as successful. So many 
repeated failures very possibly mean that these salary experiments 
violate some important and fundamental principles of life insurance. 

It is very easy to argue that life insurance is behind the times in 
some of these respects, but before you do it consider carefully one 
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point. Many sales organizations having some reputation for efficiency 
employ relatively few salesmen who call upon relatively few prospects, 
with a large average sale. The salesman who calls on the executive 
head of a large corporation must be well selected, well trained, and well 
supervised. His company can afford these things because of his large 
sales volume. 

It is significant that much of the above applies to the Group insurance 
specialist. His prospects are few, not many; his sales are few and 
large, not many and small. The average Ordinary policy sold is about 
$2500 and, as a company average, seldom reaches $4000; the average 
Group case runs around $200,000 and for some companies may go as 
high as $1,000,000. Again we come back to the need for many sales- 
men if we are going to reach the many who are prospects for Ordinary 
insurance. 

Several books could be written on the job of the agent without 
exhausting the subject. Very often the most sincere description of a 
job comes from the compensation plan that goes with it. 

In the first place, the salesman of Ordinary insurance is on a com- 
mission basis and thereby accepts the risk of his employment. In 
practice, this is often modified by various financing plans, but the 
general conception of the perfect agent is he who operates on straight 
commission. As you know, this is usually 50 per cent or more in the 
first year, graded for plan of insurance, with nine renewals, usually 
of 5 per cent. The number of renewals is often contingent upon 
production. 

What must the agent do under this contract to make a satisfactory 
living? He must first of all produce a satisfactory volume of new busi- 
ness. His first-year commission will ultimately be augmented by his 
renewals, which for a given new volume, will depend upon the per- 
sistency of his business. To earn his first-year income, he must depend 
upon first-year volume only; to earn an adequate renewal income, he 
must have had adequate production plus good persistency. One 
incentive in the first case, two in the second. 

How does this plan of compensation affect his attitude? His contract 
tells him that the sale of a new policy means—right now—approx- 
imately ten times as much money as does the prevention of a lapse. 
If he does $3000 a year in new premiums each year for ten years, he 
may expect, in the tenth year, an income of: 


The man who pays for $6000 a year for ten years with poor persistency 
can expect $4300 or 72 per cent more than the man who does half as 
much with good persistency. 

We may agree that this is a proper emphasis when new business is 
plentiful in relation to the number of qualified men who are trying to 
get it. But when the supply of available business drops, as it has 
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recently done, the agent may be forced to make a disagreeable choice: 
shall he neglect the interests of his policyholders for the sake of pro- 
duction, or shall he sacrifice his own income for the sake of his policy- 
holders? When this happens, the proper community of interest no 
longer exists. 

The job of the agent has had and is having a very definite evolutionary 
trend. In the beginning, the agent was primarily a policy salesman 
whose objective was to make a sale. He sold an Ordinary Life policy 
because it was easy to sell, or a Twenty-Pay Life because he thought 
that was the best policy for everyone to have. He did not, as a rule, 
discover the prospect’s need and then recommend whatever policy form 
and amount would best fulfill that need. 

The year 1919 is a significant date in the history of life insurance 
selling, for in that year this idea of selling to cover needs—rather than 
just selling—first received prominence at the School of Life Insurance 
Salesmanship at Carnegie Tech. This has done much to improve the 
status and performance of the agent. The C.L.U. movement is another 
outstanding development and its growing importance is hastening the 
day when the agent will be regarded more as a financial advisor and 
not merely as a salesman. 


III. The Future 

What of the future? In what direction is the agency system develop- 
ing? What must be done to bring about a proper evolutionary change 
in order that life insurance may serve the public more efficiently? 

These are serious questions, and I approach them with diffidence. 
Any attempt to discuss them must necessarily involve personal opinion. 
However, thoughtful and well-informed agency men very generally 
agree that certain fundamental problems require solution. Much time 
and effort in these past years have been devoted to them—certainly 
they are problems to which the Research Bureau has given long and 
continued study and, we hope, with some encouraging results. 

On the positive side, we believe that the achievements of the agency 
system speak for themselves. The system is virile and aggressive and 
it may be that its faults are largely the defects of its virtues. We 
believe that the elimination of these faults or weaknesses is the first 
constructive step to be taken. 

Why have an agency system? If we can agree that the wide distri- 
bution of life insurance is socially desirable, then the answer to this 
question iseasy. The appreciation of life insurance is wholly intellectual 
—it can neither be seen, felt, smelled, nor heard. It is an intangible 
future benefit which requires a present sacrifice; against a contingency 
which every normal and healthy man very properly regards as remote. 
The number of people who buy adequate amounts of life insurance 
without urging or motivation is small. The weight of evidence, we 
believe, indicates that the social objective is best served by a proper 
amount of selling effort. 
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We have emphasized the fact that the fundamental concepts and 
methods of life insurance selling were established during the period of 
the country’s greatest expansion. It seems natural therefore that the 
system should do its best job during a time of increasing sales and that 
it should encounter difficulties when sales decline or remain constant. 

Three problems stand forth as the most important. 


1. The problem of the agent and his compensation. 
2. The problem of persistency. 
3. The problem of selling cost. 


These are all intimately related and can be summed up as the problem 
of adapting selling methods to the present-day economic environmert. 


The Problem of the Agent 

Most people will probably agree that there are too many agents— 
they will certainly agree that there are too many who are incompetent 
or poorly equipped. This can be explained in part by the existing 
high degree of competition; in part by the need for reaching a large 
number of prospects; in part by ineffective management. It may be 
a reflection of too much preoccupation with new business, as opposed 
to the preservation of business in force. 

Whatever may be said in favor of hiring men more or less indiscrim- 
inately, and whatever may have been the results of this “‘mud-on-the- 
wall” theory, it becomes more and more evident that better results 
can be obtained in some other way. The public has become better 
educated and more discriminating, the new recruit finds it more and 
more difficult to establish himself, the resulting turnover among new 
recruits and the waste of time and effort cannot be ignored. 

Certain changes of emphasis are developing, to better adapt the 
agents’ job to present conditions. 


First: More emphasis upon conservation and less upon new business. 
The agent should be more concerned with the preservation of 
existing business and with service to the present policyholder. 

Second: Less emphasis upon new business as an end in itself and 
more emphasis upon net results. It is apparent today that a 
low termination rate may be a bigger factor in net gain than a high 
production rate. 

Third: More emphasis upon the continued success and future devel- 
opment of the old agent and less emphasis upon recruiting; a 
greater and more wide-spread belief that the best agency is the 
one which needs to hire the fewest new men in order to maintain 
@ given production. 

Fourth: Some change in the agents’ compensation which will: 

(a) Readjust the emphasis by giving greater weight to renewals. 

(b) Make it easier for the new man to establish himself; possibly 
by assigning old business and paying a collection fee for 
servicing it. 
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(c) Establish a better relation between what the agent receives 
and the true purchase price of what he sells, recognizing the 
obvious fact that only in the case of single premiums is the 
first premium the real purchase price of the policy. 


The Problem of Persistency 

One can very easily be shocked by the volume of insurance which has 
terminated in the last ten years, and argue therefrom that something 
is rotten in the State of Denmark. One can also be disturbed by the 
number of business failures, the number of foreclosures and reposses- 
sions, and the general decline in property values and stock prices. It is 
disturbing beyond all argument, but we should frankly recognize that 
these things are the inevitable consequences of our manner of life and 
aftermath of the greatest spree in our history. 

As a matter of fact, improvement in persistency is one of the most 
encouraging aspects of recent years. In 1925, the member companies 
of the Research Bureau began to report their respective rates of first 
and second-year lapse on current business, and the index for that 
year can be taken as 100. In 1932, when the lapse rate was highest, 
the index rose to 142. Last year (1937) it was 95, the lowest figure 
for the last 13 years. 

We may ascribe two principal reasons for this improvement. 

First: It is a reflection of a more sober and conservative attitude on 
the part of the public, a lessening of emergency conditions, and a 
greater appreciation of the value of established insurance. 

Second: Aggressive action by the companies to promote better per- 
sistency. One example of this is the increasing use of the Persist- 
ency Rating Chart developed by the Bureau, which has proved its 
ability to predict future persistency very closely. We predict that 
the practice of underwriting for persistency will become more and 
more prevalent. 


Why do voluntary terminations occur? 


Firct: They are due in part to poor selling, which means either 
selling too much or selling the wrong type of policy which does not 
properly cover a need. 

Second: They happen when people buy too much in periods of 
temporary affluence. We all know men who had to drop part or 
all of their insurance when they lost a job or met with financial 
reverses. 

Third: The chronic lapser; the man who buys the right insurance in 
the right amount at the right time, but who lacks the character 
and purpose to continue. He drops his insurance to get something 
with a stronger and more immediate appeal. 


Persistency and production are so intimately related that they 
cannot be considered separately. The amount of insurance which the 
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community will or can pay for at any given moment is undoubtedly 
determined by economic conditions, mental attitudes, and the prevailing 
public opinion of life insurance. As these factors improve, the total 
in force tends to increase, and vice versa. When more insurance is 
sold than is required to maintain the total at this natural level—what- 
ever it may be at the moment—the excess spills over as lapse and 
surrender. 

We can choose between more new business and poorer persistency, 
or less new business and better persistency. We believe that the 
problem of persistency will not be satisfactorily solved until this prin- 
ciple receives more recognition and until the net result—rather than 
the gross result—gets the attention it deserves. 


The Problem of Cost 

The cost of distributing life insurance is intimately related to produc- 
tion. A distribution system might be devised, designed to reach only 
those who can be easily approached, the unit cost of which would be 
very low. But the amount distributed would be small. If it is 
desired to reach a wider circle of prospects, it would probably be neces- 
sary to enter new territory and to establish more agencies. This may 
be efficiently done, but as the process continues, an optimum point, 
very largely determined by the ability of management, is eventually 
reached, beyond which the law of diminishing returns begins to operate. 
Each succeeding increment tends to absorb more and more in time and 
money and further growth results in decreasing—not increasing 
efficiency. 

It does not seem reasonable, therefore, to say arbitrarily that “costs 
are too high,” for “high’’ must be defined in the light of the objective 
and all the attendant circumstances. Furthermore, one must specify 
whether he is talking about the efficient or inefficient units, and we 
should frankly recognize that costs in certain units are high not because 
they are following a false principle, but because their execution is 
ineffective. 

The most accurate and comprehensive indication of recent cost trends 
of which we know was presented by Bossert of the Provident Mutual 
at the 1938 meeting of the Life Office Management Association in 
Montreal. Taking the unit first-year cost in twenty-two agencies for 
1925 and 1926 as 100, he showed that the index rose to a maximum of 
190 for 1933-34 and then dropped to 167 for 1937. This checks very 
closely with the Bureau’s more general conclusions. What do these 
figures mean? 

The 1920’s were a period of great expansion and, as you well remember, 
some pretty intelligent men believed in the New Era, with its permanent 
and ever-increasing prosperity. Agency facilities were expanded to 
take care of increases which seemed certain. ‘Then production went 
down and unit costs went up. The increase in renewal cost was slight 
—no more than was logically required to care for the distressed policy- 
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holder; but first-year unit costs, as Bossert’s figures indicate, nearly 

doubled. 

Why were agency expenses not proportionately reduced? 

In the first place, many of them couldn’t be. Many agencies were 
on leases which could not be broken or altered. Secondly, most people 
believed that the decline in new business was a temporary matter, and 
felt that it would be foolish to lay off employees and otherwise unneces- 
sarily wreck their organizations. In the third place, many also believed 
that the proper way to combat conditions was to spend more money 
and to make a greater effort to maintain production. 

They say every cloud has a silver lining and this one certainly did. 
More and more companies began to study, carefully and scientifically, 
their costs of operation and the principles which govern them. More 
and more companies undertook aggressive measures to control and 
reduce costs. It is very possible that in the long run the results of 
this experience will be beneficial to all concerned. 

Time remains for just one more specific observation. If agency costs 
in the first place had been calculated on a per agent basis, instead of 
per unit of production, we believe that the whole philosophy of »gency 
management would have been vastly different. The tendency has been 
to believe that it costs very little to maintain an agent—hence the 
small producer was regarded as an asset and hence one reason for the 
large number of small producers. Actually it probably costs, in the 
average city agency, somewhere between $300 and $500 a year, including 
the space the agent occupies and the facilities which are given him. 
Furthermore, the small producer often tends to have a higher cost, 
because of the additional supervision he requires. In many cases it 
is known that the Manager spends most of his time with his poorest 
men, and these men generally produce the poorest business of the 
lowest value. 

Hence in all probability the small producer is in most cases not an 
asset but a liability, because his business is too expensive. If this is 
true, then the greatest field for cost reduction lies in the elimination 
of the marginal producer and the reduction of the overhead now fur- 
nished for his use. Some regard this as a negative and destructive 
approach, but the results obtained by those who have tried it show it 
to be highly constructive. Two years ago, one company got $20,000,000 
from 353 men. This year, in the same period, they got $22,000,000 
from 199 men. That is an increase of 95 per cent in the average pro- 
duction per man—an outstanding achievement in more efficient 
distribution. 

In conclusion, it is our belief that the depression and the consequent 
decline in new business has revealed and intensified certain weaknesses 
inherent in the system. Much progress has been made in strengthening 
or eliminating these weaknesses and attitudes are changing. Much 
remains yet to be done. How that can be done must depend in part 
upon what is going to happen next. The man who can prophesy 
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convincingly and with certainty should have no trouble in finding 
ready listeners among agency executives who want to know the answer. 

Some of these difficulties will be automatically corrected with the 
return of better economic conditions and the resumption of the upward 
trend in sales. It should then be easier to correct more fundamental 
weaknesses and the experience of these last years has helped us to 
know something of how that can be done. 

If, on the other hand, we are face to face with relative stabilization 
and a declining rate of growth, then the industry must lay aside some 
of the ideas of its exuberant youth and prepare itself for a maturity 
which while less exciting holds much promise for greater usefulness in 
the years to come. 


DISCUSSION BY 
Hampton H. Irwin 


Mr. Morrison brings into sharp focus one of the most important 
problems in modern life insurance selling when he points out that the 
criteria of success prior to 1930 are totally inadequate for present use. 
In a period where life insurance sales could be expected to increase 
from year to year, the measuring rod of production alone was deemed 
sufficient to gauge the efficiency of the General Agent or Manager. 
As far as the agent was concerned, it was felt, and not without some 
justification, that business was to be had for the soliciting and there 
was really no excuse for an unsatisfactory showing. For the past six 
years, however, life insurance sales have been fairly constant and because 
of conditions which Mr. Morrison has pointed out, it is not unlikely 
that we may be forced to accept this situation as fairly permanent 
instead of as an unwelcome but temporary interlude in an otherwise 
consistent period of expansion. 

In discussing the work of the General Agent or Agency Manager, 
attention is drawn to the fact that a successful man in either capacity 
must have better than average ability along numerous lines. Not 
only must he be able to produce personal business, the size of which 
varies inversely with the size of the agency, but he must also be an 
administrator, a promotion manager, a sales manager, a teacher, and 
a supervisor. It would seem that it is asking almost too much to 
expect that all the qualities necessary for success along so many different 
lines can be found with any degree of frequency in one individual. 
Under present conditions, the financially successful General Agent or 
Manager usually hires one or more assistants to perform many of the 
functions mentioned above. However, I wonder if some attention might 
not well be given to a research project along this line with a view toward 
determining whether some of these functions can pérhaps better be 
handled through a personnel responsible directly to the Home Office. 
In this connection, I should like to point out specifically the need 
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for further study with reference to the duties of the supervisor. He is 
one of the most important factors in the success of the Agency, but it 
is extremely difficult to get any considerable number of successful 
supervisors. There are two reasons in particular why this is true. 
In the first place, one of the most important functions of the supervisor 
is to close business and any man who can close business for others can 
close it for himself, and can probably make far more money by so ¢ 
hence he is reluctant to split commissions or accept a salary which, 
the light of his ability as a “‘closer” may appear at times to be “ema 
quate. In the second place, the supervisor’s job is apt to be looked 
upon simply as a stepping stone. Too often it is considered merely 
as an apprenticeship pending an appointment as General Agent or 
Manager. ‘To my mind, much research could profitably be given to 
this problem because in so many cases the success or failure of the 
individual agent is predicated upon the efficiency of the supervisor; 
therefore, it is highly desirable that satisfactory supervision be obtained 
on a reasonably permanent basis. 

Again, the paper calls specific attention to the matter of persistency 
and mentions some of the results obtained by the Life Insurance 
Research Bureau along this line. It points out that on the present 
basis of compensation, an agent with a very poor persistency can make 
more money by concentrating on new business than can the agent 
with an excellent persistency rate but whose production is somewhat 
diminished because of the time spent in conservation work. This is a 
vital point. It is generally recognized by thoughtful students of the 
subject that the service given to the public under the present agency 
system, even under the most favorable circumstances, falls far short 
of the very minimum which should be supplied and which the public 
has every right to expect. This problem must be solved, or at least 
partially so, in the very near future if unpleasant and unfortunate 
consequences are to be avoided. 

As to the agent himself, I should like to say just a little about the 
method of compensation. Mr. Morrison points out that “the general 
trend is toward a salary and commission or salary and bonus, rather 
than a straight commission with a substantial salary paid during the 
training period.” I am quite sure that this is the trend, but at present 
it is hardly more than a trend; and furthermore, so far as I have 
observed, the salary paid during the training period is far from sub- 
stantial in most cases. It is very important to note, however, that 
Mr. Morrison suggests that it is much more desirable both financially 
and socially to have a large number of men making a large number 
of comparatively small sales than to have a smaller number of men 
selling larger cases but fewer in number. The implications following 
from this statement could well occupy our attention for several hours, 
but time will not permit further consideration at the moment. 

I shall pass over most of the other comments concerning the agent, 
all of which are very well taken, until I come to the recommendation 
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wherein Mr. Morrison suggests that possibly the agent’s compensation 
might be readjusted so as to give greater weight to renewals. Here, 
I should advise most careful and thorough research. So far as the 
successful agents in the business are concerned, I am quite sure that 
the overwhelming majority of them would be very loath to see the 
general acceptance of any salary and commission plan or any radical 
change made in the present renewal system. They feel that any 
modification along those lines would impair their independence and their 
freedom of action and undermine the system of compensation under 
which they have demonstrated their ability to make a satisfactory 
income. But, so far as the recruits are concerned, it would seem to be 
largely a matter of arriving at the most effective system. Without in 
any way making recommendations for the future or criticizing the 
present method, but rather from the point of view of analysis and 
appraisal, may I point out that, basically, the reason most usually 
advanced for the payment of renewals is that they are, in reality, 
service commissions for services to be rendered the policyholder by the 
interested agent throughout the life of the policy. Actually, the 
renewals constitute a series of deferred payments spread over a period 
of years in lieu of a larger income which might have been paid as a 
first year commission. When we consider the vast number of men 
who enter the business and leave it, or who transfer from one company 
to another, or from one city to another, it becomes apparent that in 
all too many cases the renewal commissions are paid for services which 
are not rendered. The problem again arises where a General Agent 
is transferred from one city to another. While the incoming General 
Agent may receive a collection fee or certain allowances, as considera- 
tion for “‘servicing”’ the “‘orphan’”’ policyholders, still his interest cannot 
possibly be the same as that of his predecessor under whose direction 
the business was originally put on the books. With regard to a transfer 
of General Agents, the situation is particularly unsatisfactory if it so 
happens that there are cases where the renewals of the agents are 
pledged to the former General Agent as security for advances. Exper- 
ience has shown that in spite of all that can be done to prevent it, an 
appreciable amount of replacement will take place in these instances, 
to the detriment of a considerable number of policyholders. 

On the constructive side, I should like to suggest that this condition 
might possibly be improved in one or both of two ways: first, by giving 
the new agent a substantial salary (more than just the minimum to 
meet his most necessary living expenses), thus tending to decrease the 
enormous turnover in agents, and, secondly, to gain the same objective 
by increasing the first year commission (perhaps at the expense of some 
of the later renewals) so that an agent can establish himself without 
the necessity for starting in the treadmill of debt, which has heretofore 
been almost universally the price of entering the business. While a 
readjustment in the renewal scale to give greater returns in the first 
year or the first few years, might seem to defeat the purpose of renewals, 
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viz., to give the agent an incentive to conserve his business, yet I venture 
the assertion that it would actually increase substantially the per- 
sistency of the business. The reason I believe this is because such 
an adjustment in compensation should make it possible for the average 
agent to operate on a budget predicated upon a reasonably regular and 
adequate cash income instead of having to hypothecate or assign his 
renewal interest as is now so often the case. Thus, many agents who 
would otherwise drop out of the business would remain in it and they 
would naturally conserve their business. 

As +o the future, Mr. Morrison points out that Home Offices, partic- 
ularly through the agency of the Life Insurance Sales and Research 
Bureau, are studying these questions and are displaying the finest 
possible co-operation in attempting to solve their common problems. 
Perhaps our colleges and universities can be of some service in con- 
ducting studies and research projects bearing on these problems, par- 
ticularly as to the question of the cost of the business, which Mr. 
Morrison has outlined in his paper. 

In closing, may I suggest here that there are two phases of the subject 
on which more emphasis might well be placed. First, as to the more 
adequate training courses for the agents. Practically every company 
now has a training course or some training system, but I believe the 
thoroughness of these courses can, in many cases, be improved and the 
effectiveness of their administration can be greatly increased. I note 
with a great deal of satisfaction the support given by the various com- 
panies to the program of the American College of Life Underwriters. 
The recent survey* conducted by John A. Stevenson, Executive Vice 
President of the Penn Mutual Life Insurance Company shows definitely 
that C.L.U.’s are, on the whole, successful personal producers or reliable 
administrators with a professional interest in their vocation. Let the 
C.L.U. Movement be encouraged by all means but also let there be 
increased attention paid to the more elementary training in fundamentals 
and practices. Secondly, I should advocate additional study in the 
field consumer acceptance. It seems to be generally agreed that the 
agent is the real key to this situation. Under the present changing 
and conflicting political and social ideologies, the agent can perhaps 
be even more effective than the Home Office in educating the public 
to a true and sane conception of the advantages of the practical applica- 
tion of life insurance to life situations. Therefore, let there be continued 
and even more serious research given to the whole problem of the agent 
and the Agency system to the end that the institution of life insurance 
may better meet the needs of the American insuring public. 


° Borers 5 the Second Decade,” by John A. Stevenson, The National Chapter 
Chartered Life Underwriters, Philadelphia, Penna., 1938. 








DINNER MEETING 
SOME LIFE INSURANCE INVESTMENT PROBLEMS 
Frank J. TRAVERS 


Life insurance, like other businesses, needs friendly advisors and 
critics. You gentlemen who teach insurance principles have the advan- 
tage of a broad and detached point of view. It is a privilege to discuss 
with you some of our investment problems and to anticipate your 
helpful suggestions and criticisms. 

Investment is rapidly becoming one of the most complex problems 
in life insurance. Last year, for life companies as a whole, the interest 
required to maintain policy reserves was substantially greater than the 
net amount required for death claims. The interest required figure is 
growing at a more rapid rate than the mortality figure. Yet, one of 
my associates found that less than 2 per cent of the papers presented 
before the actuarial societies since 1900 have dealt with investment 
problems and the rate of interest. 

It is, of course, reassuring that life insurance companies which have 
96 per cent of the total assets of the industry came through the last 
depression in a solvent condition. The record of stewardship over 
nearly a century will stand excellent comparison with that of other 
efforts toward conservation of capital. Nevertheless, the conservation 
task which lies ahead is far more challenging. Until the World War, 
life companies never had as much as $5,000,000,000 to watch over. 
Now the fund has grown to $27,000,000,000. To hold this sum intact 
is itself a herculean task in a fast changing world, and in addition there 
is the task of earning in the neighborhood of 3 per cent interest over 
and above capital losses. 

One investment problem arises from the comparatively high rate of 
interest which is assumed on new policy contracts, especially on the 
single premium or short endowment type of contract; a high rate in 
relation to what the policyholder can earn if he puts the same money 
in a savings bank deposit or other high quality investment; a high 
rate in relation to what the life company itself will receive from the 
investment of new money. 

Consider the case of a single premium fifteen year endowment 
premium, in the calculation of which the life company assumes a return 
of 3 per cent. The policyholder turns over $25,000 cash. It is logical 
for the life insurance company to place that money in securities maturing 
within fifteen years. In fact, somewhat shorter than fifteen year 
maturities may well be chosen because if interest rates rise substantially, 
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the policyholder may cash-in his policy and reinvest elsewhere. U. 8. 
Government bonds maturing in fifteen years yield 244 per cent. Best 
grade municipals yield about the same or less. Corporation bonds of 
this maturity yield around 234 per cent and they are subject to obsoles- 
cence and other hazards. Real estate mortgage loans yield more but 
they involve sizable overhead expense and there are not enough good 
mortgages available for the investment of old policyholders’ renewal 
premiums. It is the acceptance of these investment realities which 
has influenced the mutual savings banks to cut their deposit interest 
to 114 percent. Can the life companies reasonably assume much more, 
especially on policies which have a large investment element? Nor 
does the solution lie in long term securities because even the long 
maturity best quality corporate bonds yield less than 3 per cent and 
they are particularly subject to capital hazards. Long term U. 8. 
Government bonds yield 2.6 per cent. 

Some hold that if a life company is earning, say, 314 per cent on its 
old funds, it can afford to accept new contracts at a rate like 3 per cent. 
This view seems to me fallacious under present conditions. The 
interest rate on the old fund itself is steadily declining. Premiums 
collected on old policies must be invested at the new low interest rates. 
Probably four of the twenty-seven billions of life insurance assets have 
to be reinvested each year at present low interest rates. Many old 
investments are called for redemption into lower coupon bonds or 
mortgages. 

There is a certain selection working against the investor which makes 
it difficult to earn the so-called average interest rate over a long period 
of time. In the deep depression years when interest rates were liberal, 
life companies had little to invest. In the booming years 1928 and 1929, 
when interest rates again were high, life insurance policies of the invest- 
ment type looked less attractive than the stock market to many 
potential buyers. In recent years life companies have had many of their 
bonds refunded into low coupon issues. Refunding would afford life 
companies a good “out” from certain rail bonds, but the rail market 
is unfavorable and again selection is against the investor. The present 
tendency for life companies to seek long maturity bonds to get adequate 
yield means that these funds are frozen for the term of the bond and 
cannot be reinvested at whatever higher interest rates may exist in 
future years. All of these factors are selective against the investor 
and should be given consideration in the assumption of interest earnings 
on new policy contracts. 

Until recently much fun was poked at the business and financial 
leaders who around the year 1900 advised one of the largest life insurance 
companies to assume interest earnings for the next few decades no 
greater than 3 to 314 per cent. It looks as if those advisors, were they 
alive to do so, could now have the last laugh. 

Interest earnings appear sufficiently unpredictable and hazardous to 
the secretary of one of the largest British insurance companies that he 
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has suggested to the British Institute of Actuaries the assumption of 
zero interest earnings in policy contracts, with policyholder participa- 
tion in whatever interest earnings are experienced. He further suggests 
that the right to call or mature bonds be given not only to the borrower 
but also at intervals to the lender. This is another way of avoiding 
the long maturity hazard. 

One of the serious objections to an assumed interest rate in excess 
of what can be realized is the resulting pressure to depart from invest- 
ment orthodoxy and concentrate in long maturity bonds or in second 
grade securities, or both. If in the next ten or twenty years the present 
excess of life insurance premium and investment income over claims 
and other disbursements were to disappear, short maturity bonds 
would be more desirable and probably more profitable than long 
maturity bonds. Much depends upon the trend of first year premium 
income. 

Before the 1937 trade slump became evident, bank loans were ex- 
panding and it looked as though interest rates might stiffen. Some 
bond counsellors were advising the sale of high grade, “money market” 
bonds and the purchase of second grade bonds. The second grades 
were supposed to rise in quality and price as the boom proceeded. The 
high grades were supposed to decline as interest rates stiffened. The 
sudden appearance of the trade slump and the accompanying market 
price drop in second grade bonds soon exploded this attempt to be 
super-wise. As to the present temptation to buy second grade bonds 
to obtain yield, there probably was never a time when second grade 
bonds yield so little more than really high grade bonds and offer such 
small compensation for the extra risk. 

Another investment problem arises from the danger inherent in the 
terms of most corporate bonds, reflecting the unwillingness of borrowers 
to repay debt rapidly and their desire to borrow for long periods of time. 

In the late 1890’s the railroad outlook was so rosy and the pressure 
of “easy money” was so great that investors bought bonds maturing 
in one hundred years with no provision for year to year repayment. 
Today investors are accepting not one hundred year bonds, fortunately, 
but thirty-year bonds, of electric, gas and telephone companies, many 
with no definite debt repayment provision, others providing for merely 
fractional repayment. Who can say that the electric, gas and telephone 
industries will have such a brilliant outlook in the late 1960’s that 
refunding bonds can then be successfully sold? Scientific research and 
technical change are on the march. Thirty years after the brilliant 
railroad outlook of the early 1900’s it is impossible for many railroads 
to float a bond issue, refunding or otherwise. In contrast, the record 
of railroad equipment trust financing is remarkably good—those certi- 
ficates consistently provide for complete debt retirement within fifteen 
years. Is there a lesson to be learned? Unfortunately, in an easy 
money market, the borrower has everything in his favor and it is 
difficult for the lending institution to name the terms of the loan. 
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To the great credit of municipalities, be it said that most of their water 
and other bonds provide for complete debt retirement. 

Only last summer the former chairman of the Tennessee Valley 
Authority warned the utilities and the regulatory commissions to 
amortize that industry’s present investment and pay its debt, “‘to avoid 
becoming caught as the electric street railways and steam railroads 
have been, with heavily capitalized semi-obsolescence.” The utilities 
unaided cannot solve this problem. Investors should urge the state 
and federal regulatory commissions to allow earnings large enough to 
pay both interest and a substantial part of the debt each year. One 
cause of the railroads’ financial plight is that they were not permitted 
to earn generously in the prosperous years. Of course, any excess 
earnings allowed should be earmarked for debt repayment and should 
not flow out in the form of excessive dividends. 

Arguments are raised by some bankers and investment men against 
rapid debt repayment, which they contend is unnecessary if the property 
is well maintained and if the ratio of bonds to stocks is kept within 
reason. But you and I know of well-maintained street and interurban 
railways and other enterprises which, nevertheless, are unable to show 
earnings. When an industry is slipping, the ratio of bonds to stocks 
makes little practical difference. History seems to teach that no 
industry is likely to prosper forever and debts should be paid within 
a reasonable period. 

Some years ago an officer of a leading New York bank analyzed 
causes of bank failures in the 1929-32 business depression. In almost 
no instance did failure arise from poor quality commercial loans— 
invariably the cause was bad bonds. A bond, after all, is just a long 
term loan and it is one thing to size up a borrower for ninety days 
but quite something else to appraise repayment possibilities twenty or 
thirty years hence. The longer the maturity is postponed, the greater 
the difficulty of appraising the credit risk and the greater the probability 
of capital loss. 

Where will the next twenty billion dollars of new life insurance 
assets be invested? That huge addition may become available during 
the next dozen years. At this point it may interest you to review the 
present trend of life insurance investment: 

Net Increase in 
Purchased During Holdings During 


4s Lon (10 mos. ‘ 1938 (10 mos.) 
Large Companies 37 Large Companies 


or Seer 


(Millions of Dollars) 
774 91 





U. 8S. Government bonds 
ar utility securities 353 


ao upon homes and other city real _ 


204 
22 
42 

-1 





60 SOME LIFE INSURANCE INVESTMENT PROBLEMS 


Returning to the question of investing the next twenty billions, will 
we gradually take over from the banks their U. S. Government bonds 
as they expand their loans to business? The banks themselves seem 
to expect no huge loan expansion. Will there be a building boom? 
Unless it greatly exceeds present construction, it will be a small factor 
in the absorption of life insurance funds. Will municipalities borrow 
on a large scale to enlarge their facilities? The present trend is not 
in that direction, although the revenue bond is increasingly used to 
finance new self-supporting municipal projects. Will the railroads need 
much new capital except, in relatively small amounts, for continued 
modernization of equipment? There will be some need for additional 
electricity production and distribution facilities outside of the areas 
accessible to the Federal hydro-electric developments. Some new 
money may flow into medium to long term industrial loans to steel, 
oil, or other industry, where the obsolescence and competitive hazard 
is admittedly large. Many of the expanding, prosperous and research- 
emphasizing industries, like chemicals and electric equipment companies, 
are free from debt and have no bonds for life companies to invest in. 

The very interesting recent debt study of the Twentieth Century 
Fund closes with a recommendation that for the social good there 
should be a contraction of debt and an encouragement of direct owner- 
ship. Nearly all great depressions have been preceded by rapid accu- 
mulation of debt. The country should prosper more if some of the 
money pouring into savings institutions would instead be used for 
productive business enterprise. Life companies can help the situation 
by avoiding excessive interest assumptions on new contracts which 
involve investment to a greater extent than mortality. 

In the matter of direct-ownership, the New York insurance invest- 
ment law has been amended to permit 10 per cent of a life company’s 
assets in direct housing developments. It will be interesting to see 
whether common stocks will later be permitted on some restrictive 
basis. There are strong prejudices, many justifiable, against common 
stocks. For example they do not mature in dollars as do policy con- 
tracts. That objection applies equally to preferred and guaranteed 
stocks, which are legal life company investments in New York and 
some other states. Moreover, as a practical matter, bonds are not 
always paid when they mature; the real test of their values as well 
as stock values is property and earning power. 

Those who have had manufacturing experience are aware of the 
profound effect of competitive price changes upon earnings. In con- 
trast, public utilities, which operate under fixed sales prices, with a 
territorial monopoly, and with protective regulation, have a distinct 
advantage and their bonds are normally more desirable than industrial 
bonds and stocks. Nevertheless, we have seen in the case of railroads 
that monopolies have a way of disappearing. We see electricity com- 
peting with gas, coal with oil and natural gas, telegraph with long 
distance telephone and radio, and so on. Moreover, the investor has 
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not always received protection from regulatory bodies. So, selected 
industrial and commercial securities may deserve investment consider- 
ation along with utility obligations. 

The British life companies have one-twelfth of their assets in ordinary 
shares and a sixth in stocks of all kinds. Perhaps a modest part of 
the next twenty billions of life insurance assets will find its way, if 
amendments to the insurance laws are adopted, into the capital stocks 
of expanding industries of the electrical appliance and chemical type 
and other seasoned enterprise which have exhibited stable earning power 
and which have little or no debt. We need not fear that purchase 
of stocks will be legalized, even on a highly restricted scale, until all 
angles have been explored. It might prove unwise to buy stocks at 
such high ratios to earnings as now exist and in the face of a rising 
corporate tax load. 

As the volume of life insurance funds grows into nearly astronomical 
figures, we need constantly to review and reconsider these and many 
other investment problems and principles. Conservation of capital 
is difficult in periods of high money rates but it is all the more difficult 
in periods of low money rates. The need for yield must be kept subject 
to the need for safety of principal. We should make our interest 
assumptions in the full knowledge of the many selective factors working 
against the investor. We must be alert to the extra capital risks in 
obligations whose payment provisions are long deferred. We must 
take note of changing trends affecting the outlook and earning power 
of our various classes of borrowers. Toward the solution of all these 
problems we invite and solicit your best thought and earnest 
consideration. 





EVENING MEETING 


SOCIAL INSURANCE IN THE 
UNIVERSITY CURRICULUM 


Epison L. Bowers 


In the first American book to be published under the title “Social 
Insurance,”’ the author felt obliged to remark that “the phrase, ‘social 
reform,’ which, in other countries, suggests comprehensive plans of 
state action, is still usually associated in the United States with the 
welfare departments of private corporations, privately endowed schools 
of philanthropy, or such splendid examples of private beneficence as 
the Russell Sage Foundation.” To a considerable degree, insofar as 
it applied to social insurance, this statement has obtained through most 
of the twenty-eight years since Professor Seager made this observation. 
Then the American advocates of social insurance measures received 
support from the very source which they feared most. In the words 
of an English editorial—‘‘a few years of harrowing depression experience 
advanced the cause of social insurance in the United States more than 
a half-century of unremitting agitation had done in England.” 

This significant advance, predicated upon human needs and bitterly 
contested in some quarters, has now become part of the American way 
of living. It is therefore quite appropriate that consideration should 
be given to its place in the university curriculum. Opinions may 
differ as to whether this subject should be discussed in a program 
sponsored by this Association. It would seem, however, that insurance 
teachers have a professional right to consider anything in which the 
word “insurance” appears; indeed, it is nothing less than their plain 
duty to heed the growing social insurance movement. 

Social insurance, as the subject is treated by most writers here and 
abroad, is a form of collective responsibility devised by the state to 
guarantee certain wage and salary earners and their dependents a 
limited income when certain forces beyond their control impair or 
destroy their earning capacity. These forces include premature death, 
dependent old age, industrial accidents, sickness and unemployment. 
Other risks sometimes are included, such as one’s possible legal liability 
in an automobile accident or the burden of supporting a very large 
family. Social insurance must not, of course, be confuse with the 
much broader, popular term “social security” which, if interpreted 
literally, would apply to the whole gamut of social risks and would 
include protection from such diverse destroyers of individual security 
as the ravages of war, the loss of savings in unsound investments or 
the wrong choice of an occupation. 
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To distinguish social insurance from various types of public relief 
measures it may be added that the benefits provided usually are paid 
as a “right”’ in contrast to benefits granted on the fulfilment of a “needs” 
test. The right to benefits may be obtained directly if the recipient 
makes contributions to the fund from which his benefits are paid: or 
indirectly, if he says higher prices for goods and services, to the extent 
that contributions paid by employers are passed forward to consumers. 
The contribution basis of a “right” to benefits still holds true when 
social insurance measures are subsidized by the state. As Lloyd George 
pointed out in defending his old-age pension bill in the House of 
Commons: “As long as you have taxes upon commodities which are 
consumed practically by every family in the country, there is no such 
thing as a non-contributory scheme.” 

The receipt of benefits as a matter of “right” also implies a pre- 
determined scale of benefits or a formula for computing the amount 
of benefits once the necessary determinants, such as previous weekly 
earnings, ermployment record, and so on, are known. While this 
procedure is followed to some extent in certain types of public relief 
measures, and while it is likewise true that those who receive public 
help on a “needs” test basis contribute something indirectly to their 
own relief, yet the distinguishing feature which differentiates social 
insurance from various types of public assistance measures is the con- 
tractural basis of the former in contrast to the needs-of-the-moment 
status of the latter. If any distinction is to be drawn between those 
types of social insurance which do not find their counterparts in the 
private insurance field and those which do, it must be based upon the 
difficulty or impossibility of predicting and measuring the risk. The 
time and occurrence of unemployment, for example, may not be pre- 
dictable in the sense that fire losses are, but that does not preclude the 
possibility of paying a pre-determined weekly benefit for a specified 
number of weeks to those who meet the statutory requirements, provided 
government contributions are available to finance any deficits that 
may occur. 

The difficulty of identifying, and the conflict of opinion about, the 
precise economic, social and actuarial status of social insurance are 
reflected in its evolution as a part of the university curriculum. The 
subject matter of what we now call social insurance first appeared under 
some such heading as “labor problems,”’ “labor legislation,’ or “social 
legislation.” As such, it was taught by an economist supposedly inter- 
ested in labor problems or by a sociologist supposedly concerned with 
the causes of and remedies for poverty and dependency. General texts 
in both economics and ‘sociology usually devoted a section or a chapter 
to the customary problems associated with industrial accidents, unem- 
ployment, dependent old age, and sometimes with other social risks. 

As time went on more and more groups began to show some interest 
in the expanding social insurance field. New schools of social adminis- 
tration saw the need for bridging the gap between legislative insurance 
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devices and relief measures. Students of industrial engineering and 
personnel management were introduced to the field on the general 
theory that they would require a working knowledge of certain admin- 
istrative procedures in workmen’s compensation insurance, and later 
in unemployment and old age insurance. The possibility of govern- 
ment positions has given social insurance the status of a vocational 
subject in the eyes of a growing number of students majoring in eco- 
nomics, social administration, sociology and political science, although 
in fairness to the students seeking public employment, they probably 
should be advised to seek a course entitled, ‘How to win votes and 
influence politicians.” Accounting students are sometimes urged to 
study social insurance as an aid in payroll accounting, while a few 
forward-looking medical students see in the growing health insurance 
movement something which intimately concerns their profession. Even 
students who are majoring in business insurance are being advised that 
they will not be unduly contaminated if they show some interest in a 
development which is so closely related to their own life’s work. 

In the light of the diversified types of interests in social insurance, 
what place might we expect this subject to assume in the university 
curriculum today? The answer to some may be rather disconcerting. 
A large group of students hears nothing about social insurance. Of 
those who take any courses in which social insurance is treated at all, 
the vast majority of students obtain only a perfunctionary survey such 
as usually is offered in the basic social science courses. Only a trifling 
number of students take courses in which a genuine attempt is made 
to give anything approaching an adequate treatment of social insurance. 

Perhaps of even greater significance is the wide variation in practice 
among the comparatively few institutions offering courses which deal 
wholly or partly with social insurance. On some campuses social insur- 
ance is given as a labor course in the department of economics, or as a 
small part of such a course placed, perhaps, between a discussion of 
labor’s problems and of organized labor; at other places social insurance 
appears as a course in social legislation in the sociology department. 
At one institution the economics department covers material relating 
to workmen’s compensation and unemployment insurance, while the 
sociology department deals with old age provisions and health insurance. 
At another institution the economics department considers those schemes 
in which benefits are paid as a “right,” while the sociology department 
deals with the application of the “‘needs” test; and there is no deviation 
from this rigid dividing line. At still another institution a course in 
social legislation covers everything from child welfare, women in industry 
and mental hygiene to public works, family budgets and old age insur- 
ance, the last-named being described in the catalog by the inexact term 
social security. In short, the curriculum arrangements as applied to 
social insurance, and probably to a good many other subjects, are 
without rhyme or reason. 

Now it is not implied that any particular course needs to be given 
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only in one department. In many instances the particular interests of 
the instructor may explain why the course is given in one area instead 
of in another. But some amazing inconsistencies appear when curric- 
ulum requirements are analyzed. Why, for example, should: certain 
students in university (a) study social insurance because it happens to 
be taught in the sociology department, while a comparable group of 
students in university (b) does not study it because social insurance 
is there taught in the department of economics? A score of similar 
illustrations might be given, but suffice it to say that as a result of 
rather rigid curriculum requirements and varying practices in the 
scheduling of courses, the accidental “spotting” of a course in social 
insurance becomes the principal reason why some students take it, 
while other students similar ir all other respects do not take the course. 
The situation probably is not quite as bad as saying that students at 
university (a) should know how to write but not to read, that students 
at university (b) should know how to read but not to write, but the 
difference is one of degree rather than one of kind. It points unmistak- 
ably to serious shortcomings in curriculum building. 

Suppose one started to build a university curriculum from the ground 
up, ignoring past precedents, present prejudices, and vested interests, 
what would one do about social insurance in the light of developments 
as found at the beginning of 1939? Which students should study social 
insurance? How much time should they devote to it? Should social 
insurance be given as a separate course or as part of another course, 
and if so, of what course? Should it be a required course or an elective 
course? What social risks should be covered in the course and should 
they be given equal or unequal emphasis? And, most important of all, 
what should be the purpose of the course? To ask this last question 
is to raise still another—«hat is the purpose of education? 

At this point one might easily become involved in the professional 
controversies of the educators. Are we “training for living” or are we 
training “‘to make a living’? Of one thing we may all be certain—we 
are training for something, and that is true even though we may not 
know precisely what that something is. If education is to be purposeful 
it must have an objective. What shall that objective be for the curricu- 
lum in which social insurance might have a part? 

Clearly this is a type of question which can call forth a multitude of 
answers. When Horace Mann became secretary of the Massachusetts 
Board of Education over a hundred years ago he conceived of education 
as a device to make all men sensitive to the values of 
A century later a group of social scientists, sympathetic with Mann’s 8 
views, thought of democracy as meaning “equality of opportunity, a 
fair chance to succeed in the quest for economic security and human 
happiness, a fundamental belief that government exists for the general 
welfare.” The meaning of democracy cannot be molded into “fixed, 
immutable patterns, for democracy is a process of life, a quest remaining 
ever unfinished.” 
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To maintain democracy in the face of powerful forces undermining 
the security of the people and their faith in the democratic form of 
government, it was thought necessary to launch a vast scheme of 
social security. The cornerstone of this program is social insurance 
legislation, a device which is essentially democratic in character. As a 
people we have agreed upon a program of social insurance which will be 
expended in the future. What shall we do about it in the universities? 

Does the probability that the extension of the provisions of the 
Social Security Act eventually will provide some protection for nearly 
every man, woman and child in the United States, that annual benefit 
outlays will be reckoned in billions of dollars, and that contributions 
will represent an important and growing share in production costs, 
suggest that every student in the university should be required to take 
@ course in social insurance? Does it suggest that he should be required 
merely to be exposed to social insurance, say as a part of some other 
course? Or does it merely suggest that every student who desires 
to do so should have the opportunity to take a course in social insurance? 

Not all students take courses in money and banking, insurance, or 
public finance. Yet practically every student will make use of a bank, 
buy insurance policies and pay taxes. Even if he never heard of a 
course in money and banking, the student or the alumnus probably 
can find a bank when he wants it and will be duly instructed in how to 
deposit his money or to make a loan. If he is seeking insurance, an agent 
probably will spare him undue trouble, and he will do well to remember 
that ignorance of the law is no excuse for not paying his taxes. By 
the same token, the typical college graduate should be able to compute 
his old age insurance benefits, complete a registration at an employment 
exchange if he becomes unemployed, or follow the few necessary pro- 
cedures if he is injured. Obviously, he does not need a quarter or a 
semester course merely to acquire a few minor technical details. 

On the other hand, students preparing for a career in certain special- 
ized fields would certainly profit vocationally by a more intimate 
understanding of social insurance. Consider the increasing demands 
of industry of all types for persons sufficiently familiar with the new 
forms of social insurance to enable them to prepare reports, compute 
contributions, interpret the provisions of the laws, avoid illegalities and 
last, but not least, save the employer money. Or, consider the student 
who is looking forward to entering the personal insurance profession. 
He needs an understanding of social insurance to dovetail the coverages 
he has to sell with those already provided through the instrumentality 
of government. 

But what of the rank and file of students of business, arts, engineering, 
or agriculture? Should they be required to study social insurance? 
I think the answer is that all should have an opportunity to take such 
a course if they desire to do so, and that none should graduate without 
some knowledge of the significance of the social security movement, 
however that knowledge may be obtained. After all, persons who 
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attend colleges and universities are citizens and presumably voters. 
Being in the privileged one per cent they naturally might be expected 
to show some interest in, and partially to understand, questions of 
broad social importance. Social insurance raises many such questions. 
It is as important to appreciate its limitations as to understand its 
contributions; to recognize the fallacies of substitutes as to understand 
its virtues. How far, for example, can unemployment insurance be 
stretched without undermining its foundations and making benefits 
which should have been payable as a “right” indistinguishable from 
ordinary relief? Why is it better to give the aged modest but reasonably 
certain benefits than to embark on such an economically indefensible 
chimera as the Townsend Plan? What type of health insurance scheme 
will best fit into the American situation? 

If one holds that the principal purpose of education is to make persons 
intelligent in relation to the society of which they are a part; that even 
an effective use of technical knowledge (adjusting a fire insurance loss, 
for example) depends upon an appreciation of the “setting” in which 
such technical knowledge is used; if one accepts the doctrine that edu- 
cational processes should be geared into the needs of democracy, how 
can one afford to bring less than common sense to the solution of these 
problems? Even if one is not at all interested in perpetuating demo- 
cratic ideas and ideals one will have to live in some kind of a social 
system and the odds in favor of the continuance of social insurance are 
very great. 

Assuming for the moment that social insurance is deserving of greater 
importance in the university curriculum than it now enjoys, just what 
changes should be made in its status? Perhaps the first obstacle to be 
overcome is the removal of indefensible limitations surrounding present 
offerings. One obvious disadvantage in having a little social insurance 
taught in each of several departments is that the subject matter is likely 
to be too narrow in scope, either because the instructor does not appre- 
ciate the approaches made in other departments, or because, under- 
standing them, he hesitates to invade the area “earmarked’”’ by his 
colleagues. A very good student may be able to consolidate the views 
of several departments, but his chances of taking several courses in 
which social insurance is considered are rather remote. Suppose a 
student, for example, obtains his social insurance as part of a course 
in labor taught in the economics department. Within the time limita- 
tions and depending upon the viewpoint and training of his instructor, 
he may gain a well-rounded view of the subject. The possibility is 
probably just as great, however, that his view may be warped by the 
setting in which the course is being taught; that he will come to think 
of the social insurance problem merely as one of getting higher and 
higher benefits for more and more people without regard to the conse- 
quences to which such a policy is likely to lead. In any event, the 
concept of social insurance exclusively as part of a labor course, some- 
times identified in the student’s mind with labor unions, is much too 
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narrow an interpretation of its present-day significance. On the other 
hand, a course taught in a sociology department or in a school of social 
administration may largely overlook the relation of social insurance 
measures to fiscal policies, wage rates, employment stabilization, con- 
sumer purchasing power, the business cycle, and so on. 

The obvious shortcomings of this piece-meal method of presentation 
raise the question of the advisability of a separate course in social 
insurance, unattached to any department or group. At least two 
obstacles immediately appear. Who would teach the course and who 
would take it? Since the instructor probably would be chosen from 
one or another of the regular departments there still would be the 
danger of undue departmental emphasis, and even if the instructor 
were sufficiently well prepared to give a balanced view of the subject, 
the unfounded fear that he might not do so would tend to detract from 
the course. Moreover, a course standing alone, not sponsored by any 
group or department, and perhaps not even referred to as an elective, 
may not be well attended. Anything thus unattached is likely to get 
into trouble. 

The difficulties besetting an isolated course might be overcome in 
large, though perhaps not in small, institutions by simply saying that 
since social insurance is a type of insurance it should be taught by an 
insurance instructor. Those departments or groups which felt that 
social insurance as so taught would benefit their students in this or that 
curriculum could make of the subject a required or elective course, as 
they saw fit. If some of the economists objected that labor’s interest 
would be overlooked or if some of the sociologists feared that the view- 
point of the social worker would be neglected, the instructor would 
simply have to take stock, and in co-operation with these and other 
interested groups, decide upon both the subject matter and the objec- 
tives of the course. If he experienced difficulty in making the adjust- 
ments, perhaps the fault is his own and the course should be assigned 
to another instructor. 

If the insurance instructor will do in the social insurance field what 
he is doing, or should be attempting to do, in other insurance courses, 
many of the differences in viewpoint in respect to his course probably 
would pass away. That is, if he gives sympathetic consideration to 
the underlying purpose of this type of coverage, if he considers carefully 
the statutory contract which the governmental agency makes with the 
insured, if he painstakingly analyzes the problems associated with the 
determination of contributions and the payment of benefits, if he 
interprets the financial arrangements broadly in terms of governmental 
budgets and fiscal policies instead of individual company statements; 
in short, if he keeps in mind that he is teaching social insurance and not 
competitive business insurance, there is no reason to believe that he 
could not reasonably harmonize many of the conflicting interests. The 
insurance profession already has shown its capacity to liberalize its 
offerings and to raise its standards. One needs only to think of the 




















EDISON L. BOWERS 69 


breadth of the C.L.U. program to appreciate what can be done if one 
earnestly strives to do it. If insurance teachers would stop thinking 
of social insurance as the unwanted step-child and guard it as one of 
its special fields of interest, the problem under consideration might be 
well on the way to solution. What if the social insurance class is made 
up of a conglomeration of would-be social workers, personnel engineers, 
insurance representatives, labor leaders, lawyers, medical students, 
government employees and others? ‘Teaching implies knowledge; 
knowledge implies truth; truth is the same everywhere; teaching 
should be the same everywhere.” 

But perhaps the social insurance movement is already too far 
advanced, too comprehensive in scope, too many-sided in its interests 
and appeals, too vital to the continuation of democracy, to develop it 
adequately as a part of the existing curriculum. Perhaps what is really 
needed to give belated recognition to this rapidly developing institution 
is the creation, in each university which has the facilities for it, of a 
special section or division to deal with social insurance. Such a program 
might well be extended into other fields of social security and might 
be called an Institute for Social Security. In such an institute the 
instructors in insurance, economics, sociology, political science, business 
organization, accounting, law, medicine and other related fields might 
combine their efforts in teaching and research to provide the compre- 
hensive treatment which the social security movement deserves. In 
some cases it might only be necessary to associate existing courses so 
that the prospective student could see the intended relationships; in 
other cases, some reconstruction of courses and subject matter probably 
would be necessary. As a beginning, consideration might be given 
only to the principal types of social insurance and public assistance 
measures and the student might spend only a small part of his time in 
taking work offered by the institute; later, attention might be directed 
toward an understanding of the problems of, and the remedies for, 
other types of insecurity and the participation of the student might 
be proportionally extended. 

The contributions which such an institute might make are many. 
To list only a few—there would be “provided (to quote a former presi- 
dent of this Association in another connection) a method of approach 
to a problem that comes from viewing it as something to be solved 
rather than merely learning what already has been done about it;” 
those taking part in the enterprise would have an opportunity to 
exchange viewpoints with one another; both students and instructors 
would have the opportunity to gain a composite viewpoint of the whole 
field and of the relationship of the parts to the whole; a better founda- 
tion would be laid for research; useless duplication would be avoided; 
but most important of all, an institute would give the university a 
chance to lead instead of being forced to follow. 
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DISCUSSION BY 
C. A. Kup 


There are, Professor Bowers suggests, at least four reasons for teach- 
ing courses in social insurance in our universities. One is immediate 
and, taking the broad view, temporary. It is to inform the present 
generation of students briefly and if possible interestingly about a new 
and little understood social institution (or group of institutions) that 
has flashed onto the American scene with probably less preparation of 
public opinion than for any since we have become a nation. It is ironic 
that it took the greatest depression of our history to produce the 
beginnings of an American social insurance scheme; one important 
practical result is that we plunged into social insurance with practically 
no public discussion and, from the standpoint of public understanding, 
without the incalculable advantage of the long historic background 
furnished abroad by decades and sometimes centuries of experience 
with voluntary mutual aid societies. This is not to suggest that we 
got our social insurance too soon. It is the American way; indeed a 
considerable part of our social insurance problem today, that of our 
accumulated old age liability for example, is a result of acting too late 
and not too early. In the meantime we have an immediate function 
as educators to inform in broad outline the 1 per cent of the American 
citizenry in the colleges and universities of the nature, the functions, 
the limitations and the services of social insurance. This function is 
not the less valuable in that it will largely disappear after the first few 
decades, when public acceptance of social insurance will become so 
universal and so taken for granted that it will require, as abroad today, 
an act of will to think critically about institutions so familiar and so 
much a part of the national mores. 

A second purpose of social insurance instruction is permanent, 
fundamental, and much more difficult to perform. The temporary 
function I have just described is education in the sense of journalism; 
the universities have an educational function and obligation far wider. 
Briefly it is objectively and exhaustively to inquire into and to pass on 
the reasons for, the nature of and all the complicated far-reaching 
consequences of an institution that permeates every aspect of our 
social, economic and political life. We are only now beginning to 
realize as a people how many-sided is the institution and how pervasive 
and how gently revolutionary these consequences may be. Revolu- 
tionary not only in the sense of the direct limitation or impairment of 
the vested interest of the capitalist but to take a single instance, in 
the broader sense that social insurance introduces important new deter- 
minants in the distribution of the national income including the share 
of the insured groups, which broadly speaking are wage and salary 
earners as distinguished from all gainfully employed and others. The 
question of incidence is not the less important because its operations 
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are difficult if not impossible to trace accurately. Europeans for 
example no longer discuss the incidence of the payroll taxes that quite 
generally serve as the main fiscal basis for social insurance abroad. 
They assume that the worker cannot pass on his share, even indeed 
that the employer generally passes back his contributions in the form 
of lower net wages. How important quantitatively the question of 
incidence may be is suggested by that fact that in Germany the average 
employer and worker together give over 20 per cent of payroll for social 
insurance. In addition the German central government gives liberal 
subsidies to old age-invalidity pensions, which again affects indirectly 
workers and employers as well as other taxed groups. This, note, has 
nothing to do with the equities of the way in which the three parties, 
employer, worker and state, divide the immediate as distinct from the 
ultimate financial burden. Expediency quite as often as a rational 
regard for equities determines these shares, and whether or not in a 
particular case these are fair is an ethical question and so even more 
difficult of determination than those principally economic. Whether 
it is fair, for example, for German employers and workers to go on paying 
into their unemployment insurance fund 61% per cent of contributions. 
long after insured unemployment has been practically eliminated is a. 
question only the Germans can answer. It is shot through with so 
many political, social and even ethical assumptions and bias that even 
those immediately affected can answer only tentatively, in very broad 
terms, and even instinctively. This is obviously no area for the tyro 
or the doctrinaire. 

I have deliberately illustrated the complexity of the social insurance 
institution by a borderline, what most of you will consider, a dubious 
instance. The fact is that no hard and fast line can be drawn around 
social insurance. It is essentially not a technical or a financial-actuarial 
but a social-political and a traditional institution. The world, for 
example, including the United States has ceased disputing whether 
unemployment insurance is insurance. If the world including the 
United States has agreed on a contractual system of out-of-work benefits 
we may call it what we like but we must deal with it. It is a going plan 
with vast and important implications, whether we like it in principle 
or detail or not; for some time at least we are going to have to live 
with it, and as intelligent citizens we must know what it can do and 
what it cannot. It may on further trial prove not to be good enough; 
it will certainly not be good enough if we must expect an average full- 
time unemployment rate of 20 per cent or more. Like other capital- 
istic institutions including private insurance it operates on certain 
assumptions. Remoye or change these assumptions and the result 
will not be new patches on the old capitalistic fabric but a new fabric. 
In the meantime educated men ought to know about unemployment 
insurance. 

There will be less debate about the claim of other social insurances 
to the title, insurance. Some of them, health for instance, has an 
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actuarial base as firm as for most insurances usually operated by private 
enterprise, firmer than for some. For these the most important differ- 
ences between social and private insurance lie in the legal status of the 
sponsor or operator and in the scope of the insured membership, not 
in the technical nature of the risk. On the other hand, I should be 
inclined to include within the social insurance family certain schemes 
of “collective responsibility devised by the state to guarantee ... a 
limited income,” to use Professor Bowers’ phrase even though they 
apply a test of means to the beneficiary before he draws benefits. That 
is partly because I regard insurance, including private, primarily as an 
institution in the broadest social sense, as a fundamental technique 
rather than as a legal or narrowly fiscal-actuarial one: that is, as a 
collective device whereby certain groups through application of the law 
of large numbers exchange large (for them) uncertainties for relative 
certainties. This is a broad definition of insurance. It covers schemes 
for example in which the persons drawing benefit contribute little or 
nothing directly in money: for example workmen’s compensation. 
It covers also even such a scheme as British old age pensions (non- 
contributory assistance) for which there is a means test but one so liberal 
and for which benefit qualifications are so formalized that the benefi- 
ciaries regard their rights as contractual and do not feel themselves 
different from their neighbors who are drawing contributory old-age 
insurance benefit. (Whether or not we may expect the same blurring 
of the 2 schemes in the United States is another matter; the point 
is that social insurance is essentially what people think it is.) The 
borderline case of British old-age pensions is the more striking when 
I add that the benefit both for pensions and insurance is a flat 10 
shillings a week (20 after the first of the year); that all insurance 
beneficiaries draw this amount; and that on the average, so liberal is 
the means test, all but 3 per cent of pensions beneficiaries draw their 
full 10 shillings too. Where millions of persons actually living under 
and helping to pay for an old age insurance-assistance plan chose to 
regard its two elements as practically one it is pendantry to insist that 
assistance is in a category so distinct that it must be treated separately 
from insurance. The decision here as with that of the insurability of 
the unemployment risk, is to be made not on the basis of a logical 
rationale but in terms of the attitude of large groups to a going system. 
A parallel case is that of British Unemployment Assistance, which is 
related so intimately to unemployment insurance financially and 
organizationally and shares so many of its characteristics that it is 
quite unrealistic to call one insurance and the other something entirely 
else. 
Of Professor Bowers’ third reason for teaching social insurance I am 
not so sure: as a way “‘to maintain democracy.” Certainly social 
insurance is suitable in a democracy but it is not essential or peculiar 
to it. On the one hand the monarchists, Hilaire Belloc for example, 
would claim and could make a case for monarchy and not democracy 
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as the governmental system essential for “equality of opportunity, a 
fair chance to succeed in the quest for economic security and happiness, 
a fundamental belief that government exists for the general welfare.” 
More to the point, we cannot forget that compulsory social insurance 
began as a political flanking movement by an oligarchy, the Prussian 
Junker, against the rise of the Social Democrats in Germany; it can be, 
it is today a working instrument in states the very antithesis of demo- 
cratic. Whether or not social insurance is truly a democratic device 
depends not on who introduces it or even why, but on the way it is 
used once you have it. It would seem that social insurance is a fruitful 
study not as a type of demociutic institution but as a type of the ever- 
recurring healthful readjustment capitalism is constantly having to 
make to enable itself to keep useful and alive and so justify itself. 

The first three aspects of social insurance instruction we have dis- 
cussed apply to university students generally. There will, I believe, 
be general agreement that at the very least all students in the under- 
graduate schools and in the graduate colleges of liberal arts and social 
sciences should have ample opportunity to elect a basic course in social 
insurance principles. This should be, as Bowers says, a real choice; 
not concealment for a catalogue ambuscade familiar to everyone versed 
in the subtleties of curriculum making. As for the teacher of this 
general course, there are obviously no set rules. The name of the 
department does not matter; the department or speciality of the 
teacher are important factors only if they make him narrow or unsympa- 
thetic with his subject. He must be objective, he must be critical, 
but he must come to social insurance with an open mind. I can con- 
ceive of social insurance taught very effectively as an integral part of 
a sound course in general insurance. It must be an honest part of this 
course though and not an annex hung on to round out a catalogue 
description or a log of words to impress a clientele. This course would 
teach social and private insurance together, it would from the very 
first meeting of the class raise and discuss the questions of their essential 
unity on the one hand and their important differences on the other. 
This incidentally would impart a considerably higher degree of reality 
to the teaching of all insurance, particularly private. It would help 
us treat private insurance, some branches of which seem to have 
achieved the sanctity of middle age, as critically, as realistically as we 
are treating social insurance just because it is new. It is heartening to 
find increasing space and attention given to social insurance in general 
insurance texts. The closer social and private insurance are related 
in our teaching, the more likely that our students will look for the reali- 
ties we are aiming to give them behind the private insurance contracts, 
the more likely social insurance will give the security for which we 
ardently hope. One thing to remember is that if insurance teachers 
don’t do right by social insurance someone else in another field will; 
indeed, in large degree, already has. He deserves the chance at least 
as much as we. 
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So much for the general student. The fourth reason Professor Bowers 
submits for university instruction in social insurance has a narrower 
application: to prepare for professional participation in social insurance 
administration. This group will for years be an increasing one; respon- 
sibility rests somewhere to prepare it as well as possible for a very 
important job. The question is on whom does it rest and by what 
methods should it be discharged. All that has been said of teaching 
for non-specialists is this field applies with added force to the specialists. 
The major difference between the two groups is that the latter will 
naturally spend much more of their college time on subjects directly 
connected with social insurance. The gist of the Bowers paper deals 
with the proportions of the ‘“‘mix,”’ the auspices of the instruction and 
the kind of teacher required for the job of teaching the senior or graduate 
student looking forward to a career in social insurance administration. 

This raises harder questions. I am all for spreading the base of the 
student’s learning as broadly and firmly as possible: to include sociology 
and economic theory, accounting and business organization, perhaps 
some medicine although that would require careful planning and artful 
teaching, of law only the very basic concepts and of course the principles 
of insurance. (I should not wish to be pressed at the moment on just 
what these “principles of insurance” in detail are; they would in any 
case be simple and relatively few.) As for the teaching staff, the general 
core of subjects listed would naturally be handled by specialists in 
their fields. Social insurance itself, as in the course for general students, 
should be taught, it must be taught by some one, anyone, with broad 
training in sociology and economics and a close and sympathetic interest 
in and grasp of the nearly endless complexities of social insurance and 
related institutions including residual relief. This is an ambitious 
program and one perhaps nowhere completely achieved but we are 
programming today and not filling an opening. 

Finally I think it does not matter a great deal whether there is a 
separate Social Insurance Institute for specializing students. For 
several reasons I am inclined to decide against it. One reason is that 
you gain nothing, once you have decided on the general core of subjects 
and have the men to teach them effectively, by calling the aggregation 
of subjects or teachers an Institute. If they represent a real coalition, 
honestly and intelligently working together, you need no label (unless 
it helps you get endowment); if they are an artificial entity, an acci- 
dental grouping of mutually antagonistic or perhaps worse, apathetic 
professors, the label is of no good either. A better reason is that the 
majority of teaching and student hours will be devoted to the general 
core of studies that is the basis not only of social insurance learning 
but of many other specialized skills. Accounting, economics and law 
are basic and preliminary to all of these and there is no more reason 
for a special staff or a staff specially labelled on these subjects than in 
the training of students specializing in, let us say, public administration. 
(Social insurance might indeed properly be included in public adminis- 
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tration.) Even if research is added to the tasks of an Institute, it seems 
practically impossible, recent experience indicates, to gather a permanent 
staff flexible :nough to be able to take in its stride investigations ranging 
in subject matter and scope from state administration of United States 
unemployment insurance to an analysis of old age insurance financing 
in Europe. The facilities and resources of the universities are generally 
too limited to permit direct participation in a field in which the great 
research foundations have a special advantage. This is by no means 
to say that the universities are shut out of the picture. They will 
continue to supply the training ground, many of the ideas and most 
of personnel in social insurance research. This co-operative arrangement 
I believe has most of the advantages Bowers expects from an Institute 
of Social Security. The constant circulation of specialized experience 
and ability between university and foundation staff stirs up the intel- 
lectual elements at either end; ‘‘a better foundation . . . is laid for 
research” at both places; there is far less “useless duplication” than 
if each university which thinks it can afford it proliferates still another 
specialty college. Finally, I do not think it essential that the university 
lead; what is really important is that university men or university- 
trained men lead. It is perhaps our prime function in the universities 
to stimulate them to wish to do the leading. 


INFORMAL DISCUSSION 


CuarrmMan Dickinson: I remember the statement in Henry Rogers 
Seager’s “Principles of Economics” that although a lawyer may be a 
better typewriter than his stenographer, he still lets his stenographer 
do the typewriting; and you have just proved to us that you are not 
only a good speaker, and a good student, but an excellent typewriter 
to read those notes. 

We have here a rather broad set of suggestions—All the way from a 
chapter or so added to a course in general insurance, a very modest 
addition to our insurance curriculum, to an institute of social insurance. 
About the only definite feeling I have, Professor Loman, is that this 
subject might very well be discussed again next year and see if we are 
getting any further along the road towards some agreement. 

The meeting is now open to discussion, or suggestions. A few side- 
speeches, I think, will be in order. I would like to ask Professor Kulp 
a question, if no one else does. 

Proressor Kuup: Mr. Chairman. 

CuarRMAN Dickinson: Have you been teaching workmen’s compen- 
sation as part of the casualty course? 

Proressor Kuup: As part of two courses. I am teaching it in social 
insurance as well. 

CuarmMAN Dickinson: Your suggestion is to have it taught in both 
places? 
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Proressor Kuup: Yes. I am not sure that is the best way to do it, 
but there are, generally speaking, two different groups of students, 
largely non-competitive. Sometimes a student takes both courses, but 
it is quite unusual. Besides, it is a good way, I think, to wean students 
into social insurance much in the way of that peasant in, I think, 
Anatole France’s story, who discovered only on his deathbed that he 
had been speaking prose all his life. 

May I say it is very disarming to use workmen’s compensation as an 
introduction to social insurance. 

CHAIRMAN Dickinson: You would not make a distinction between 
private carriers, in those forms that have been, in the past, for the 
most part handled by private carriers under some sort of government 
control, and those forms of social insurance where the risk is carried 
by the government or some agency of government; also the regulatory 
law itself? 

Proressor Kup: Even in the first case you have state funds. 

CuarrRMAN Dickinson: Yes, that is true. 

Prorgessor Kutp: Workmens’ Compensation in this country is a 
middle ground case. It belongs in both groups. 

CrarrMAN Dickinson: I had a rather interesting experiment during 
the last couple of weeks, which some of the rest of you may have 
encountered. A group of thirteen employees in a printing establishment 
had thought, until six weeks ago, that they were under the Social 
Security Act, and they find out now that they are not. Their employer 
wishes to get a group policy to provide the same benefits as are provided 
in the Social Security Act. Therefore, only thirteen employees, which 
greatly limits the availability of group annuities. I found no better 
experiment for introducing the essential differences between the objec- 
tives of social insurance as set forth in the Social Security Act of 1935, 
and a group annuity voluntarily purchased by employer and employee. 

It is practically impossible, I find, to fit a scale of annuities issued 
by private life insurance companies and contributions, because, as you 
know, the scale of the Social Security Act is made in favor of the low- 
paid employee and the older employee. The Social Security Act uses 
a mortality table which the private life insurance companies would 
have to regard as unsafe for them. 

Another question that interests me is, are we going to have to ask 
for an extremely charitable view on the part of the sociologist to 
introduce in social insurance, as members of this group might teach it, 
any discussion of relief? 

Proressor Kup: Are you asking me? 

CuarrMaAN Dickinson: I think it is asking a lot. 

Proressor Kutp: I did not get the question. What was the 
question? 

CuarmmMan Dickinson: I think it is asking a lot of a sociologist to 
permit us, as teachers of economics in the broad sense of the term, to 
take up subject matter which has to do with benefits associated with 














INFORMAL DISCUSSION 7 


relief, or benefits in which there is a means test. Are we not asking a 
good deal of the department of sociology? 

Proressor Kup: I have indicated my opinion in my written 
remarks. I would like to have Dr. Evangeline Burns answer that. 

Dr. Burns: I am not a sociologist. 

Proressor Kuup: You are an economist. 

Dr. Burns: I do not think so. Well, as an economist I feel rather 
the way I think Mr. Kulp felt, that it is not particularly a matter of 
whether “A,” who happens to be called an insurance man, or “B,” 
who happens to be called an economist, handles the subject. The main 
thing is that they treat with the subjects that need to be handled. 

I would very much like to echo what Mr. Kulp says about the 
importance of dealing with this subject, not just as a narrow insurance 
problem but as one which, in all stages, touches the other methods by 
which society attempts to provide for the security of the individual. 
I think he would probably agree with me in saying that some of the 
most difficult questions that face the present development of social 
insurance in countries that have had the institution for a long time, 
relate to the attempt to integrate these two systems; and a good deal 
of that integration, I think, is taking the form of very largely changing 
the essential nature of what we used to think of as insurance, on one 
hand, and what we used to think of as relief, on the other. 

So I find, for example, when I am teaching at Columbia, if you start 
off with principles, what is social insurance? what is relief? what are 
these things that used to be intermediate, such as the 1900 English old 
age pensions, that it is extremely difficult any longer to draw any hard 
and fast line by any criteria you choose to take. 

What is social insurance as such? What is relief? What is even 
this intermediate thing, this pension or public assistance type of cash 
grant made to independent people? 

I do not think you need feel that people will have the sense of my 
subject and your subject, so to speak. What I do think is you will 
find a good many people working in the broader field, which, unfor- 
tunately, we have no name for, except this so-called social security. 
They do feel that it is extremely important that, whoever does teach 
the subject, should teach it from the broad point of view, realizing 
that you cannot just isolate this one institution and consider it apart 
from the way which the job it is doing compares with the job done 
by other parallel institutions. 

CuarrmMan Dickinson: Thank you very much. Has anyone else 
any suggestion? I have not faced this question myself, but will 
next year. Those of us who taught labor problems probably approach 
this problem with a little less misgiving than those who have never 
been interested in labor problems. 

Proressor Kup: We cross-reference it in our school. We call it 
both “sociology” and “‘economics.” 

CuarMan Dickinson: That might be a practical way to do it. 
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Proressorn McCanan: Mr. Dickinson, I should like to ask Mr. 
Bowers for some light on curriculum. Students come to me, having 
had a smattering of social security, courses in sociology, business organ- 
ization, elementary economics and other varied courses. How would 
it be possible, even though the course is put in a curriculum, to either 
emphasize its place in the curriculum or else to see that overlapping 
does not take place? It is just a question of asking for some light. 
I am wondering how it would be done curriculum-wise. 

ProressoR Bowers: Mr. Chairman, in attempting to make some 
sort of answer to that question, I would like to go back to Mr. Kulp’s 
discussion for just a moment. 

As a matter of fact, I really do not think there is very much difference 
in Mr. Kulp’s thoughts and my own. We both see the situation as it is. 
You will recall, as I worded my paper, that I came to this idea of an 
institute somewhat reluctantly, hesitatingly, and as a last resort, and 
I still so view it. 

Now, it is my belief that if we looked at the amount of work that all 
the college students take, and all the semester hours or quarter hours of 
all the students in all the universities in the United States today, that 
the proportion of time spent on social security, in the sense of integrated 
work, would probably be about one-tenth of one per cent; and in view 
of the public interest in social security and the tremendous political 
and governmental interest, I think that is far from being adequate. 

I agree perfectly with Professor Kulp that we can have social security 
in any type of political or social system, but I rather took this view 
of it, that to retain the type of system which we have, maybe with 
some modifications borrowed from competing systems, that we must 
do, at least, as well as some of these other systems do. 

Now, the situation gets down practically to this, it seems to me, 
in curriculum building. Mrs. Burns has just stated, and I think 
correctly so, that there is no sense in going two miles down the road 
on something which we attempt to define as insurance, and then say, 
“Now, here is something else in the nature of public assistance.” 
Clearly they should be integrated. They are not being integrated 
under the present curricula except in a few cases. 

I dare say that, when Dr. Burns teaches a class in the field of social 
insurance, integration is carried out in very fine fashion, but I should 
also like to ask Dr. Burns what percentage of the vast numbers of 
students in Columbia University ever get into her classes? Not very 
many students take social insurance at the Wharton School. There 
are fewer of them at Illinois. There are, perhaps, still fewer at Michigan. 

The problem is to get some sort of a program which will focus atten- 
tion on the subject. I do not mean that an institute should be a 
separate organization like a separate college, but some sort of an unifi- 
cation of the people interested in the field. For example, I would like 
to see economists and sociologists brought into a situation where they 
would have to reach some agreement as to how the material was to be 


offered. 
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I agree perfectly with Professor Kulp that it really does not make 
much difference whether social insurance is taught in the sociology 
department or in the economics department, or in horticulture. 

But if we examine university curriculum, we find that if social insur- 
ance is taught in a sociology department, for example, some students 
will take it, and other students will not take it. Well, we may say that 
is the trouble with the curriculum builder. What is the matter with 
the advisers that they do not recommend the course even though it is 
in another department? 

I do not think an institute would, by any means, solve all these 
problems. In fact, it might not solve a single one of them. But I 
think we have reached a stage now in this country when we have an 
important movement under way, growing rapidly in significance, and 
we have not done very much about it. I meant it in all seriousness 
when I said we ought to do something rather dramatic. We ought 
to do something to direct public attention to the University’s interest 
in social insurance. 

Proressor Kuutp: Mr. Chairman, may I comment very briefly on 
one possible failure on my part to be clear? That is the distinction 
between the immediate political auspices of social insurance in Germany 
and what we may call its historical springs. 

It is quite true, as I said in the first part of my statement, that the 
mutual aid societies in Germany and in England preceded compulsory 
insurance in some instances by centuries. But I recall also the state- 
ment by Professor Manes that every law in Bismarck’s scheme in the 
80’s was passed against the united vote of the Social Democratic Party. 

I meant to make that contrast. Perhaps I did not, as I went along. 
And of course, no matter how it started social insurance has been used 
since, as in Japan and in Italy, where it has had its full development 
since the War as an implement of the totalitarian state. 

Proresson McCanan: Mr. Chairman, there are numerous points 
of contract, and even of impact, between social insurance and many of 
the institutions in our economic znd social and political regime as well 
as relationships to traditional legal concepts, to problems of public 
finance, etc. It is evident to most of us, I think, that the teacher should 
approach this subject with an understanding of these other fields. 
This raises a question in my mind as to what the prerequisites are, or 
should be, which the student should have to approach the subject. 
The difficulties of attempting to teach a social insurance course in which 
you have to build up the background in these other fields in order to 
discuss social insurance effectively, it seems to me, would be grave if 
the student did not have a fairly broad background; and I just wondered 
whether Professor Bowers or Professor Kulp could shed any light on 
what the requirements should be. 

Proressor F.sup: What they are, or what they should be? 

Prormesson McCanan: Yes; I should say both what they are and 
what they should be. 
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Prorsssor Kup: I tried to distinguish between a general course on 
the one hand for all students as an elective, and for seniors and graduate 
specialists. 

In the first case, I should not increase the pre-requisites at all. If 
you have an insurance course for sophomores, I would work social 
insurance in, but I would work it in throughout. I would not stick 
it on the end, throw it in as an extra. Frequently it looks like a mere 
after-thought, and it is taught, I am afraid, from quite a different point 
of view than the rest of the course. But I was devoting most of my 
paper to the senior and the specializing graduate. And here we are 
getting into deep water, as Mr. Bowers suggested, on what is education, 
what is education for business, and so forth. But I should ask for the 
same general training I would ask for any senior who is specializing in, 
let us say, public administration, or whatever other skill or future 
profession you are training for. In general I would distinguish between 
the general student who I invite to look at social insurance and the 
other student who has picked it as his career. 

CHarRMAN Dickinson: Unfortunately, we have a business meeting 
to hold after this session is over. I have no desire to terminate this 
discussion. I would like to have the privilege myself of discussing this 
subject privately with several of you volunteer contributors; and to 
those of us who face the necessity for recommending the content of 
courses in social insurance where we have—well, I do not suppose we 
have any more departmental—what is a nice word? What is a nice 
synonym for “jealousy” without using that word? Frictions? 

Dr. Burns: Susceptibilities. 

CHarrRMAN Dickinson: Susceptibilities, that color all of these judg- 
ments and practices. I believe it would be best for us to terminate this 
discussion at the present time, unless there is something like a vociferous 
public demand that we continue, and pass on to the business meeting, 
after a recess, say, of five minutes. 

On behalf of the people here, I want to thank the speakers who have 
given their time and effort to make the program a success. 
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